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Shadow from France 


THE Government crisis in France 
comes at a grave juncture for the 
franc; and it brings a new uncer- 
tainty to France’s réle in Europe’s 
free trade schemes. The fight for 
the franc has in recent weeks reached 
a critical stage. The foreign ex- 
change reserves of the French stabili- 
zation fund, which at the beginning 
of last year amounted to about $1,200 
millions, are virtually exhausted. A 
small portion of the credit of $2623 
millions with the International 
Monetary Fund remains unused, but 
in the European Payments Union 
—where France’s deficit in April 
reached $108 millions, following 
that of $94 millions in March—the 
remaining credit facilities have been 
reduced to $5 millions (though a 
further $50 millions has been granted 
under the EPU renewal for the year 
from July 1). The Bank of France 
thus faces the prospect, which it is 
traditionally anxious to avoid, of 
drawing on its own gold reserves, 
totalling about $860 millions. 

M. Mollet vigorously rejected 
early last month any intention of 
checking this menacing drain by 
devaluation. He proposed instead 
a big dose of budgetary action, in- 
volving some £250 millions of cuts 
in expenditure and £150 millions of 
new taxation (which would still have 
left a budget deficit). It was on the 
issue of approval of new taxes that 
his Government was defeated. 


The yawning gap in the defences 
of the franc that has ensued naturally 
carries the threat, unusually serious 
in these special European circum- 
stances, of a tightening in France’s 
direct restrictions on imports. But, 
especially if the crisis is prolonged, 
the threat to free trade Europe could 
go still further. M. Mollet’s Govern- 
ment, whose fifteen months’ life was 
the longest since the liberation, was 
especially favourably disposed to the 
free trade moves. Early last month 
M. Faure, the Foreign Miu£nister, 
assured ministers in London that 
the French Government would ac- 
tively support the creation of the 
free trade area, though it was 
naturally anxious to concentrate first 
on the ratification of the common 
market treaty. Now the whole 
issue of ratification, and of France’s 
present use of trade barriers, awaits 
the attitude and actions of the 
Fourth Republic’s twenty - third 
Government. 


Gold Gain—Trade Doubts 


The indifferent performance of 
sterling last month, the rate in the 
official market hovering nervously 
around $2.79, took place against the 
background of disappointing trade 
figures for April, but unexpectedly 
good gold figures. Following final 
American ratification of the new 
agreement replacing the original loan 
waiver Clause by provisions for defer- 
ment, the reserves were fortified in 
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April by the return of the special 
holding account of $104 millions in 
lieu of the 1956 interest. 

This accounted for all but $7 
millions of the actual increase in the 
reserves in the month, and a further 
$2 millions represented defence aid. 
But the trend was distorted by the 
payment of $6 millions to the Euro- 
pean Payments Union in settlement 
of the March deficit while in the 
April balance the United Kingdom 
earned a surplus of £16 millions, the 
best since April, 1955, yielding $343 
millions in gold last month. Adjust- 
ing for the EPU time lag, there was 
a commercial surplus of $45 mil- 
lions, the first since the Suez crisis 
and the best for one year. The 
movement is detailed on page 416. 

The disappointing feature of the 
April trade returns was their ap- 
parent indication of a lagging trend 
in exports. The widening of the 
“crude” trade gap, to {68.8 mil- 
lions compared with {48.4 millions 
in March and an average {61.0 
millions in the first quarter, was due 
partly to a sharp fall in re-exports; 
but it was disappointing that imports 
all but maintained their increase over 
the stable level of 1956, while ex- 
ports dropped back slightly. 

Excluding the final instalments of 
silver bullion in repayment of sup- 
plies under Lend-Lease, the value 
of export shipments in the first four 
months of 1957 is up on the year by 
7 per cent; but in volume the in- 
crease is only about 2 per cent— 
compared with that of 6 per cent 
achieved in 1956 as a whole. Im- 
ports are up by 735 per cent, and 
rather under 3 per cent in volume. 
However, this movement seems to 
reflect in part the Cape diversions 
(which kept arrivals unusually low 
in November and December). Cor- 
respondingly, arrivals in coming 


months may be swollen by the re- 
routing of ships through the Canal. 


354 





Orthodox Banking Defended 


Last month’s presidential address 
to the Institute of Bankers by Mr 
T. M. Bland, a director of Barclays 
Bank, gave a vigorous answer to the 
provocative proposals put forward 
two years ago by his predecessor at 
the Institute, Sir George Erskine, 
of Morgan, Grenfell. Sir George, 
it will be _ recalled, startled his 
audience by suggesting that the 
deposit banks should meet the needs 
of the time by providing long-term 
finance for industry—and to the 
point of holding equities in their 
portfolios. 

Mr Bland, who has been re- 
elected president of the Institute for 
the coming year, questions the 
initial premise that there is any gap 
in industrial financing that the banks 
should fill, citing in evidence the 
experience of the various special 
institutions, and affirms the con- 
tinued importance of the “ early 
fundamental principles’ of British 
bankers — “‘ safety, diversity and 
liquidity ’’. ‘The banks, he argues, 
can do nothing to increase the 
amount of available capital, which 
is limited by the nation’s savings. 
Hence any large amounts _pro- 
vided to industry at long term 
would have to be switched from 
other uses. 

Where, Mr Bland asks, is such 
scope to be found? Not, plainly, in 
liquid assets, and not in portfolios 
of Government securities—which if 
reduced would have to be replaced 
by savings from other sources or 
would involve inflationary finance 
of public investment through floating 
debt. Therefore, the argument runs, 
more long-term bank advances for 
industry would necessarily involve 
fewer bank advances in the ordinary 
course of business. It would clearly 
be pointless for this purpose to 
reduce the temporary borrowings of 


industry itself; and Mr Bland finds 
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little potential leeway—and little 
justification—in cuts in advances to 
either hire-purchase companies or 
to personal borrowers. 

This is not to say that bank lend- 
ing practice should be rigid: ‘ the 
cycle of production nowadays is 
often too long to be met by a six or 
twelve months’ advance ”’ and agree- 
ments committing advances for up 
to five years are sometimes necessary, 
especially for export finance. But 
Mr Bland is fearful lest the recent 
widely publicized ventures in tanker 
finance, providing bank funds for 
up to eight years, will lead to 
pressure on the banks to make such 
commitments the rule rather than 
the justifiable exception. 


Egypt’s Sterling. 

Britain is paying tolls and other 
disbursements by ships passing 
through: the Suez Canal in sterling; 
but for the time being Egypt’s exist- 
ing sterling accounts remain blocked. 
The Canal payments are being made 
into a new No. 1 (special) transfer- 
able account at the Bank of England 
in the name of the National Bank of 
Egypt. Residents of the sterling 
area will not normally be permitted 
to make any other payments into 
this account. 

No such restrictions apply to non- 
residents; and Egypt is free to make 
payments from this transferable ac- 
count in the normal way. The only 
change in the treatment of the 
Egyptian No. 1 accounts frozen on 
July 28 last is that releases will be 
considered for payments to British 
exporters under contracts entered 
into before that date. Exploratory 
talks began in Rome late last month 
on the possibility of a wider freeing 
of these accounts, in conjunction 
with claims and counter-claims re- 
sulting from Egypt’s sequestration of 
British assets and Britain’s military 
intervention. 


Electronics in Easy Stages ? 

In a talk on “ Electronics in 
Banking ”’ given at last month’s 
exhibition of instruments, electronics 
and automation, Mr L. Temple, the 
manager of the research and de- 
velopment department at Lloyds 
Bank, dealt largely with the tech- 
niques of cheque sorting and account 
posting that were outlined recently 
by the electronic sub-committee of 
the London clearing banks, of which 
Mr ‘Temple was himself a member. 
But while the sub-committee (whose 
report was fully discussed in our 
April issue) was interested in a 
system that put the two operations 
on an entirely electronic basis, Mr 
Temple plainly believes that there is 
also scope for introducing electronics 
piecemeal into the banks without 
first having to make a clean sweep of 
the mechanical routine now used. 

In particular, he believes that 
electronics could be used to give a 
cross-check on the accuracy of en- 
tries. ‘The example he quoted was 
the double check, the ‘‘ dual run 
system of proof’’ made to-day in 
two separate operations, one posting 
the ledger sheets and the other the 
customers’ accounts, the accumu- 
lated totals on the two machines 
being compared at the end of the 
day’s work. If the number of the 
customer’s account and the sum in- 
volved were both printed on the 
posting document in, for example, 
the magnetic characters suggested by 
the electronics sub-committee, then 
while the operator carried on with 
his normal routine, an electronic 
attachment to his machine could 
work simultaneously from the mag- 
netic characters and give the cross- 
check that now requires a second 
operator, a second machine and, as 
Mr Temple stressed, a certain pro- 
portion of valuable office space. 
This concept of electronics by easy 
stages has the value of giving the 


355 


— ee — a 
iiecihentinatnanieethiamienteetabtenns teeen teen ee —— 




















banks time to see electronics in 
action on a small scale before taking 
the major irretrievable step of full 
electronic book-keeping. It also 
offers important immediate savings. 

Another point touched on by Mr 
Temple was the problem of com- 
munication between the book- 
keeping centre and the branch banks 
in centralized systems of accounting, 
which seem very likely to be adopted 
even without electronic accounting. 
Many of the techniques that have 
been suggested, including television, 
threaten to put a heavy burden on 
Post Office facilities. Mr ‘Temple 
believes that a simple “‘ yes or no”’ 
answer could be given by television 
signals using ordinary telephone lines 
as the link between the scanning 
equipment in the book-keeping 
centre and the display screens in 
the branches. 


The Fund’s Burst of Activity 


The acceleration with which the 
International Monetary Fund has 
recently expanded its activities was 
the main theme of the speech that 
the new managing director of the 
Fund, Dr Per Jacobsson, recently 
delivered before the Economic and 
Social Council of the United Nations. 
Between the beginning of May, 1956, 
and the end of February, 1957, 
drawings on the Fund amounted to 
$802 millions; and in _ addition 
stand-by facilities were arranged to 
a total of $1,105 millions, of which 
$1,031 millions remained unused. 
The total of $1,833 millions made 
available in these ten months is con- 
siderably larger than the use or com- 
mitment of the Fund’s resources in 
the first ten years of its existence— 
which up to April, 1956, amounted 
to $1,334 millions. Another striking 
mark of the recent exceptional ac- 
tivity is that during the ten months 
the rule in the Articles of Agreement 
that a country’s drawings in any 
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twelve months’ period may not ex- 
ceed 25 per cent of its quota was 
waived thirteen times—compared 
with ten in the Fund’s first decade. 

Dr Jacobsson modestly took no 
credit for this new dynamism. He 
aptly pointed out that the IMF can 
be likened to a fire brigade, the use 
of which is required only in an 
emergency. It was the Suez emer- 
gency in the autumn of 1956 and 
not, primarily, the advent of Dr 
Jacobsson that led to this unwonted 
volume of business. None the less, 
the new managing director unques- 
tionably made an important contri- 
bution towards the remarkable speed 
with which the corrective measures 
were introduced. His justification 
of the Fund’s answer to the United 
Kingdom’s demands for exceptional 
assistance also shows a reassuring 
appreciation of sterling’s unique 
status: “‘It was found to be not 
only in the interest of the United 
Kingdom, but also in the general 
interest, that support should be 
given to a currency with the world- 
wide importance of sterling, in which 
over one-half of the world’s current 
transactions are settled ”’. 

The heavy drawings from the 
Fund in recent months have now 
reduced its holdings of United States 
dollars to less than 50 per cent of 
the United States quota. By the 
end of February its holdings of 
dollars was $1,290 millions, against 
which the commitments under un- 
drawn standby credits amounted to 
$1,066 millions. There is plainly a 
possibility that the dollar may be- 
come for the first time a technically 
‘scarce currency’ under Article 7 
of the IMF Agreement. In that 
event, the Fund would be authorized 
to request the United States to make 
further dollars available to meet 
demands; and if these remained un- 
fulfilled, other members would be 
authorized “‘ temporarily ”’ to impose 











exchange restrictions against dollar 
transactions—a sanction that in pre- 
sent circumstances of widespread 
existing restrictions would have a 
moral rather than material effect. 


The Monetary Committee 


The committee enquiring into the 
workings of the monetary and credit 
system under the chairmanship of 
Lord Radcliffe was constituted early 
last month. It comprises, neatly, 
two academic economists, two ban- 
kers, two industrialists and two 
trade unionists. The members are: 
Professor A. K. Cairncross of Glas- 
gow and Professor R. S. Sayers of 
London; Sir Oliver Franks, chair- 
man of Lloyds Bank, and Viscount 
Harcourt, a managing director of 
Morgan, Grenfell; Sir Reginald Ver- 
don Smith, chairman and managing 
director of the Bristol Aeroplane 
Company and a director of Lloyds 
Bank, and Sir John Woods, deputy 
chairman of Sherwood Paints and a 
director of a number of other in- 
dustrial companies; and Mr W. E. 
Jones, president of the National 
Union of Mineworkers, and Mr 
George Woodcock, assistant general 
secretary of the TUC. 


The committee is holding its pro- 
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ceedings in private, but a full record 
of evidence taken is to be published 
as an annex to the report. The 
committee invites the public to sub- 
mit written evidence (and may invite 
persons to supplement this orally); 
all communications should be ad- 
dressed to Mr R. T. Armstrong, 
America House, 6 Spring Gardens, 
Cockspur Street, London, SW1. 


Credit Trend Improves 


The credit trend reflected in the 
mid-April statements of the clear- 
ing banks was modestly reassuring. 
In the four weeks to April 17, the 
rise in advances slackened from the 
rate of well over £50 millions in 
each of the preceding months to 
£17.1 millions; yet, thanks to the 
continued restraint in the Govern- 
ment’s borrowing on Treasury bills, 
pressure on bank liquidity was in 
general maintained. The average 
liquidity ratio rose by a bare decimal 
point, to 32.7 per cent, despite sales 
of investments of {24.2 millions. 
Net deposits rose by only {11.8 
millions, and Lloyds’ seasonally ad- 
justed index dropped further, from 
105.9 to 105.6. 

The movement of advances is the 
more notable as the nationalized 
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industries were again net borrowers 
in the April period. Advances to 
all other borrowers rose by only 
£4.4 millions, compared with {70.7 
millions in March and £97.1 mul- 
lions in the (five-week) February 
period. This seems to confirm that 
part of those large increases reflected 
special temporary influences as well 
as seasonal ones. 


Apr 17, Change on 

1957 Month Year 

{mn {mn {mn 
Deposits .. 6202.9 +41.7 + 90.6 
“Net”? Dep.* 5908.4 +11.8 +55.2 

Assets 2025.3 (32.7) +17.9 -14.7 
Cash .. 491.0 (7.9) -10.0 —- 1.2 
Call Money... 436.3 (7.0) -10.0 + 13.9 
Treas Bills . 951.1 (15.3) +36.1 -66.7 
Other Bills . 146.9 (2.4) + 1.8 +4+39.3 
** Risk ”’ 

Assets 3962.6 (63.9) - 7.1 +66.5 
Investments 1969.1 (317.7) -—24.2 -—18.2 
Advances . 1993.5 (32.2) +17.1 484.7 

State Bds. . 52.4 + 12.6 — 
All other .. 1941.1 4.4 — 


* Excluding items in course of collection. 
t+ Ratio of assets to published deposits. 


The banks’ liquid assets rose less 
than seasonally, by {17.9 millions 
(a rise in Treasury bill holdings of 
twice that amount being partly offset 
by reductions in cash and call 
money). The liquidity ratios of the 
big banks, as our regular table on 
page 414 shows, are spread over 
an unusually wide range. Lloyds, 
which in March dipped below 30 per 
cent despite sales of {7.8 millions 
of investments, sold a further {21.9 
millions in April and thus raised 
its ratio by 31.0 per cent ; but the 
National Provincial, in turn, making 
virtually no further sales, dropped 
to 29.6 per cent. At the other ex- 
treme, ratios of over 34 per cent are 
shown by the Midland, the West- 
minster, and the two northern banks, 
of which only the District has sold 
investments this year ({2 millions 
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in both March and April), the Mid- 
land having bought nearly [21 
millions in the first seven weeks. 


Westminster Capital 
Reorganized 


The Westminster last month be- 
came the fifth bank since the autumn 
to announce a capital reorganization. 
Its proposals follow the broad lines 
of those of Lloyds, Martins, the 
National Provincial and the District, 
improving the marketability of the 
equity shares by eliminating the un- 
called liability (leaving the Midland 
the last of the big banks with partly- 
paid shares), splitting the resultant 
fully paid shares into smaller 
units and foreshadowing a_ higher 
distribution. But the Westminster 
has not been troubled by the 
need to unify different classes of 
equity; since the capital reorganiza- 
tion of 1954, in which the £2,249, 167 
of {1 shares, fully paid, were given 
the status of a preferential “A” 
stock, the equity has comprised only 
the {8,838,737 paid-up in {4 “B” 
shares, £1 5s paid (15s being call- 
able at any time and {2 only at 
liquidation). 

Under the new scheme, it is pro- 
posed to cancel the reserve liability 
of {2 a share; then split each share 
into two of {1 each (12s 6d paid); and 
capitalize £5,303,242 from reserves 
in order to pay up the remaining 
uncalled liability. 

As the necessary approval of the 
High Court for the scheme cannot 
be obtained before October, this 
year’s interim dividend will be paid 
on the old capital, at the unchanged 
rate of 2s. But the directors hope 
that the final to be paid on the two 
fully-paid {£1 shares held for each 
of the existing “ B”’ shares will be 
not Is but 1s 3d; and they seem to 
intimate that they will try to main- 
tain this increase of one-eighth in the 
annual distribution in future vears. 








Monetary Strategy Now 


ITH the return of British and other western ships to the 
Suez Canal Britain’s economy enters a new phase. Produc- 
tion, unexpectedly maintained in the face of the Middle 
East dislocations, now seems likely to turn upward after 
its two years’ stability. At this “ turning point ”’, as the Chancellor styled 
it early last month, official policy assumes a special importance. Is it to 
boost the natural forces of expansion, counter them, or simply let them 
run? In his budget, Mr Thorneycroft opted broadly and with caution 
for the third, neutral course, leaning slightly to the side of fiscal disinflation 
and reiterating and at one point reinforcing official curbs on bank lending. 

In their market tactics, however, the authorities have given no clear 
indication of the rdle that they now envisage for monetary policy, and 
indeed have created some regrettable confusion. By adopting a “ neutral ” 
attitude to the fall in the Treasury bill rate and the speculation about a 
further fall in Bank rate that naturally accompanied it, they were, not 
unreasonably, credited with approval of the downward drift. Admittedly, 
the authorities themselves may have seen this as a natural consequence of 
and positive reinforcement to their policy of funding. But such sophisti- 
cated reasoning, even if sound—and as suggested in the examination of this 
thesis in The Banker three months ago, its soundness depends essentially 
on the vigour with which the authorities pursue their funding tactics— 
stood little chance of correct interpretation in the markets. 

The markets have in fact been merely bewildered by the recent conjuncture. 
Since fears of inflation again appeared in sharp relief as a result of the 
wage pressures and concessions just before the budget, there has been a 
marked switch of sentiment, not least among institutional investors, in 
favour of equities. But the hopes of a Bank rate reduction acted as a counter 
influence, most notably, of course, on the short-dated stocks. When the 
Bank rate hopes began to abate in mid-May, the gilt-edged market slipped 
into the doldrums while equities went further ahead. Simultaneously, the 
Financial Times index of industrial shares reached a 1957 peak of 207.4 and 
the index of Government securities a 1957 low point. 

But this weakness owes nothing to the deliberate pressure of the authorities 
—-though much to their wider policy failings. It has certainly disturbed 
official tactics. In the remarkable operation at the beginning of last month, 
in which the Treasury made a cash issue of £100 millions and announced 
that there would be no conversion offer to holders of the £401 millions of 
June maturities, the Bank of England took the unusual step of stating 


359 














explicitly that thanks to the “ full use of market opportunities for funding ”’ 
the maturing stocks were now “ mainly held by the Departments ”’ and the 
remainder would thus be “‘ amply covered ”’ by the new issue. ‘This rare 
departure in the Bank’s practice succeeded in what must be assumed to 
have been its object—dispelling any suspicions that funding had gone into 
reverse.* It also seemed to acknowledge that progress in funding is now 
dependent on favourable markets. ‘The authorities have given no indication 
recently that the easing in the short-term market will be followed by 
squeezing in the long. And, if Bank rate were to be cut again, they would 
be hard put to it indeed to convince the domestic public, let alone foreign 
opinion, that the move was a technical adjustment and not a green light. 
A warning indication to this effect was to be seen on two Thursdays last 
month when sterling rallied immediately after the no change announcement. 

In these circumstances, a Bank rate reduction would be difficult to justify. 
The long awaited recovery in sterling from its Suez weakness—and indeed 
that of the past two and a half years—has still not materialized. Yet the 
announcement of Britain’s decision to use the Canal again implies the early 
lifting of most of the emergency burdens on sterling and in particular the 
heavy payments for dollar oil. The fact that it had no noticeable impact 
in the exchange market—two days later indeed sterling fell to $2.78 4%, its 
lowest for a month—must be attributed to continued lack of confidence in 
Britain’s domestic policy. ‘That policy now needs to be shaped to produce 
an especially large overseas surplus, to cover not only the regular capital 
commitments but also repayments to the Internationai Monetary Fund. 

Mr Thorneycroft has generally shown himself well seized of the im- 
portance of the external task; he reiterated in a speech last month the para- 
mount need to expand the proportion of output exported if expansion at 
home is to be “ without risk and with benefit ’’ to the nation. ‘There may 
still be some undue slack in the economy, but the recent indicators of bank 
advances, car output and unemployment—which has shown a generous 
seasonal fall, to no more than 1.6 per cent——suggest that adequate forces are 
already in motion to take it up. No scope exists, therefore, for any loosening 
of official credit policy. 

The monetary authorities would certainly deny that there has been any 
switch in their aims; the policy of restraint continues. Doubts have been 
raised rather by their market tactics—which at best have been open to 
misunderstanding. It is important, therefore, to analyse more closely the 
recent events in the money market, which have assumed an unusual 
significance, and to ponder the wider implications of present gilt-edged 
policy. The fall in the Treasury bill rate, reflecting partly but by no means 
alone expectations of a fall in Bank rate, began in early December and, after 
a check induced by the labour disputes in the weeks preceding the budget, 
continued until the first tender in May. By then the rate had fallen to 


* Such suspicions were again evoked at first sight by the official ban in the middle of 
last month on market issues and placings of local authorities for less than £3 millions. 
However, this appears to have been forced primarily by the congestion of corporation 
issues in a disappointingly narrow market; and it is expected to increase demands on the 
mortgage market rather than on the Public Works Loan Board. 





360 











oa. 


nee ™sS |= SS ww ww CP CP 





3# per cent—a full 4 per cent below its level on the morrow of the reduction 
in Bank rate to 5 per cent three months earlier, and more than 1} per cent 
below its level five months earlier.* 

An important influence in this movement was the extraordinarily large 
reduction in the supply of public tender bills. ‘The seasonal decline in 
the tender issue in the first two months of the new year, when the flow of 
tax revenue reaches its peak, was very much larger than in previous years; 
and, exceptionally, there was a further small reduction through March and 
April. In the first four months of the year the tender issue fell by no less 
than £770 millions, compared with net reductions of £260 millions in the 
corresponding period of 1956 and £160 millions in 1955; it brought the 
outstanding issue to £2,830 millions, easily its lowest point since the spring 
of 1953. The reduction in the liquid assets of the clearing banks was a 
good deal smaller; but it was large enough to revive liquidity pressure at 
a number of banks (see page 357), inducing them to sell investments. 

The credit for this unprecedented rate of repayment of public floating 
debt goes mainly to the operations of the authorities in the gilt-edged 
market in the early weeks of the year, in which the intake of the June 
maturities was very much more than offset by cash sales of longer stocks 
from the departments’ portfolios. Since the reduction in Bank rate in early 
February, the generally unpropitious tone of the gilt-edged market appears 
to have brought funding to a virtual halt; but in this phase there has been 
an improvement in the budget accounts and in ‘‘ small ”’ savings. 

Yet competition for this shrinking total of Treasury bills has been 
increasing, in particular from industrial holders of liquid funds and the 
banks, including some clearing banks. Plainly, the big bait has been the 
prospect of an early fall in Bank rate. Hence the discount market has had 
to choose between following the auction and missing the bills—which, for 
the same reason as the outsiders, it has been loath to do. 

But this whole process has been always contingent on the action and 
expected future action of the authorities. ‘Tougher tactics in the open 
market would quickly have imbued caution in the discount market; and 
outside tenderers, and the investing public as a whole, would then have 
been much quicker to revise their assumptions about Bank rate. The 
fact that the authorities left the market forces—and the market surmises— 
unchecked itself implied a positive act. And this relief of pressure in the 
short-term market can be reconciled with maintenance of general credit 
restraint only if pressure is again ultimately switched to the gilt-edged market. 

It is in this light that the handling of this month’s maturities must be 
judged. The strength displayed by the authorities in their declared need 
to cover less than one-quarter of the maturities was impressive; but it 
reflected a past success. ‘The new issue, of a further tranche of £100 
millions of 44 per cent Conversion stock, 1962, was in sharp contrast with 
the damping issue soon after the Bank rate reduction of a further £300 
millions of the exotic ‘“‘ Eternities ’, the 34 per cent Funding, 1999-2004. 











* Subsequently the market’s rate rose, in two stages, by # per cent, to just under 3 4% per 
cent on May 24. 
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But the danger that the modest size of last month’s issue and its short date 
would be interpreted as anticipation of a rising market was mitigated by its 
circumspect pricing, at 99, close on the market price. In the event, more- 
over, the small boost induced by the announcement of the issue was over- 
taken by contrary influences, including the swing to the left in the local 
elections. A fair part of the issue does appear to have been sold to the 
public, but subsequently the departments made little progress in unloading 
their off-take in a market further depressed by the April trade figures, 
a weakening of sterling and fading hopes of an early Bank rate reduction. 

It has been evident for some time that significant progress in funding is 
now regarded as dependent on “ market opportunities ’’—that is, market 
buoyancy. In principle, the authorities adhere to the dictum laid down 
two years ago that the operations of the “ departments ’’ must not result 
in an outflow of cash; but when markets are dull and the authorities are 
buying in a big impending maturity (as they are now buying the 2} per 
cent Serial Funding stock of which £503 millions matures in November), 
this precept must be difficult to match. Achievement of a straight switch 
on the part of the public into longer stocks, the secondary aim of present 
funding tactics, is certainly of great value in forestalling an undue swelling 
of liquidity in the future; and, always provided that market expectations 
are not simultaneously improved, it will normally make investors feel less 
liquid. But of itself the switch does nothing to curtail the existing liquid 
assets of the banks; that demands net sales of gilt-edged securities, involving 
a corresponding lessening of the need for finance from Treasury bills. 

The very substantial results to this end achieved by the authorities early 
in the year has undoubtedly been seen as a vindication of the strategy of 
funding ‘‘ with the market ”’ rather than by pressing sales, if necessary at 
falling prices—the policy adopted soon after the increases in Bank rate in 
early 1955. ‘The authorities have so far refrained from any market boosting 
—but for many months now they have achieved little funding. It is indeed 
difficult to see how funding the easy way could be sustained without some 
moves to induce the market up. Even when the necessary revival in con- 
fidence and savings produce a “ natural ”’ fall in long-term interest rates 
the breathing space for easy selling will be of limited duration. 

As a long-term strategy, as opposed to a short-run expedient, the dictum 
of funding on a rising market thus suffers from serious disadvantages, even 
contradictions. Banks and other investors are encouraged to take less heed 
of a decline in their liquidity; and once the prospect of further capital ap- 
preciation is seen to have run its course, the resultant low level of yields and 
the transformed prospect of capital losses must be expected to take their 
toll. ‘The experience of the past few years surely provides sufficient evidence 
of the pull exerted by high interest rates on savings. ‘The authorities, and 
still more perhaps many outside observers, sometimes appear to have lost 
sight of these vital considerations. Perhaps the most urgent task confronting 
the Radcliffe Committee is to throw into the open the frequent conflict of 
the short-range expedience of the Treasury and the gilt-edged market 
with the ultimate aims of money policy. 
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A Commonwealth View 


of Sterling 


HE conference of Commonwealth Premiers in London at the end 

of this month will be concerned mainly but not exclusively with 

the political aspects of Commonwealth affairs. It will pick up 

the sorry remnants of the Suez episode; tighten the consultative 
machinery in order to lessen the chances of any repetitions of the frictions 
of last November; re-examine Commonwealth defence in the light of 
Britain’s new policy; and, not least, consider the problems set by the 
emergence to independence of Ghana and, within the next two years or so, 
of Malaya, Nigeria and the West Indies—an evolution that is likely to 
involve a further stretching of the highly elastic constitutional structure 
of the Commonwealth. 

At least one day in the agenda, however, will be provided for a review of 
economic relations between Commonwealth members and of the prospect for 
sterling, with all that this implies in terms of domestic economic policies. 
There will be reminders to all concerned that, Canada apart, the 
members of the Commonwealth are in the same currency boat; and that, 
sound as it is, that boat is sailing well up to the Plimsoll line and is not, 
therefore, in the position to stand a great deal of rocking. Britain, in turn, 
may be expected to give an indication of the amount of its envisaged con- 
tribution in the form of investment capital—a matter on which some sur- 
prising and ill-considered doubts have recently been raised in certain 
circles here. 

Kach of the countries present will give an account of the state of its 
economy and its immediate prospect. ‘The principal weakness, without a 
doubt, will be shown by India. The cascade of imports involved in the 
Second Five-Year Plan has so disturbed the equilibrium of the balance of 
payments and has run so far ahead of any accompanying inflow of external 
capital that the Reserve Bank’s external assets, held mainly in sterling, 
have since April, 1956, the beginning of the second plan period, fallen by 
about Rs 2,200 millions, or £165 millions, to around £370 millions. ‘The 
fall in the reserves shows few signs of diminishing. India has drawn 
dollars from the International Monetary Fund this year to the amount of 
$127 millions, leaving $73 millions as a stand-by facility. ‘These drawings 
were immediately banked in London; but they have not been sufficient to 
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halt the drain in India’s reserves, which fell by a further Rs 100 millions 
in the three months. ‘The deficit has thus been running at over Rs 230 
millions (over £17 millions) a month. At this rate India’s sterling holdings 
will soon have fallen to the Reserve Bank’s recently reduced statutory 
minimum of £300 millions. 

India is admittedly making some attempts to correct this ominous trend 
by tightening domestic credit and reducing consumption by sterner bud- 
getary measures. Last month’s budget involved a substantial increase 
in taxation and on current outlays converted a prospective deficit into a 
surplus; though the total deficit, including capital outlays, is still expected 
to reach the huge figure of Rs 2,000 millions. At the same time the Reserve 
Bank’s official rate of discount has been raised from 34 to 4 per cent. The 
significance of this step must be deemed symbolical rather than real, since 
the main contributing force to domestic inflation and the unmanageable gap 
in external payments has been the capital expenditure of the public sector. 

In these circumstances India has attempted to induce the inflow of 
external capital through the mechanism of import licensing. Importers 
with comparatively low priority on the list have been told that they will get 
their licences if they can guarantee that the goods they import, even if they 
are consumer goods, can be secured on seven-year credits. No licences are 
being given even for the highest priority goods unless the importer can show 
that he has secured five-year credit facilities. This unilateral move to turn 
bank credit into long-term capital has been given a generally cool reception 
in the City of London. 

Some attempts, however, were made last month to mobilize a credit 
syndicate of London banks to provide seven-year credits for comparatively 
small Indian importers who had no direct access to the London market. 
So far they have been unsuccessful, partly because of the commendable 
firmness, described below, being shown by the official Export Credits 
Guarantee Department. India would like to float a long-term loan on 
the London market, but there is little hope of doing so on anything like 
reasonable terms as long as the trustee status of Indian Government 
securities remains undecided (on account of India’s severance with the 
Crown). Some dollar capital is likely to be forthcoming, particularly from 
the World Bank, which has committed itself to financing some of the major 
projects under the second plan, notably the improvement of communica- 
tions. ‘These loans will as usual be strictly controlled and tied to the 
specific projects for which they are granted; their proceeds will not be 
freely available to meet the general payments deficit. The five-year plan 
may be stretched to cover an appreciably longer period, but the momentum 
in the import programme is such that a substantial payments deficit is 
likely to continue. Failing other sources of long-term capital, this deficit 
will probably be covered for a time by further drawings on sterling balances 
—but these threaten before long to be reduced to the statutory minimum. 
Meanwhile, since much of the expenditure involved is not in sterling but 
in dollars and continental currencies, a continued depletion of sterling 
balances will involve further demands on the central gold and dollar reserve. 
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Fortunately, as often happens in sterling area affairs, while one set of 
members is eating into its sterling balances and drawing on the reserve, 
another is pulling to good purpose in the other direction. The medal in 
recent months must unquestionably go to Australia, a member of the sterling 
group that in past years has so often stood in the penitent’s corner. Helped 
by a good wool clip and an unusually high level of wool prices, Australia 
has during the past six months achieved a remarkable recovery in its 
external accounts. ‘The overseas balances, predominantly sterling balances, 
held by the Commonwealth Bank have risen from {A290 millions in early 
November to {A450 millions (£360 millions sterling) in early May. A 
fair portion of this recovery represents the proceeds of sales to dollar 
countries, to Japan and to the Continent of Europe, which directly or at 
one remove have had a favourable impact on the central gold and dollar 
reserve. It should be realized, however, that this recovery is likely to whet 
Australia’s appetite for a resumption of borrowing in the London market. 
Australia is still a rapidly developing country. Its demands are typical of 
those of most of the other countries of the overseas sterling area. 


Financing Overseas Investment 


The objection has again been heard in a number of quarters in Britain 
recently that it is unwise and unsound to combine borrowing at short-term, 
through the accumulation of sterling balances, with investment at long-term, 
either directly or through market loans. For long-term investment to be 
financed solely in this way would indeed be unhealthy and dangerous; but 
that is far from the case to-day. In 1956, the increased volume of such 
investment was more than covered by the surplus in current external pay- 
ments; the gold drain reflected in large part the running down of sterling 
balances—repayment of short-term debt. Especially if Britain’s current sur- 
plus is further increased, as it must be to provide an adequate safety margin 
in the reserves, there is everything to be said for a two-way relationship 
between the centre and the peripheries of the sterling area, in which the 
centre is on balance a borrower on short-term and a lender on long-term. 
There is certainly no future, for the reasons discussed below, in Britain 
attempting to contract out of its rdle as an overseas investor. 

It is essential, of course, that the demands for long-term capital remain 
within due bounds and that there are not too many “ rockers ”’ in the sterling 
area boat. A largely unknown quantity here is the impact of the new 
dominions. Frequently they appear to be developing a taste for indus- 
trialization that would prove extremely costly to satisfy; but first appearances 
and first intentions can sometimes be deceptive. Ghana, for example, 
planned some time ago a massive hydro-electric scheme on the Volta river 
to permit the large-scale manufacture of aluminium from the deposits of 
bauxite. The cost of the project runs into many hundreds of millions, 
dwarfing even the massive Kariba scheme of Southern Rhodesia. ‘That 
scheme, however, has seen the light of day; the Volta scheme has not. It 
was hoped to raise the greater part of the vast sums required with the World 
Bank and private aluminium interests in Britain and North America. But 
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there have not unnaturally been grave doubts about beginning the process 
of industrialization in a country of peasant farmers with a gigantic scheme 
of this kind. 

The Volta scheme apart, Ghana is unlikely to impose a serious imme- 
diate drain on the resources of the sterling area and of Britain. But there 
are other eager bidders for capital resources. ‘The Central African Federa- 
tion, Malaya and Singapore and the West Indies will in due course be 
queueing up for capital, or may run down their sterling balances. Pakistan 
has for some time been experiencing great difficulty in making external 
payments ends meet. It has had to resort to an increasing extent to delays 
in remittances in order to keep its sterling balances from extinction. Its 
troubles would have been worse still but for the considerable flow of aid, 
military and economic, received from the United States. 

Britain’s net long-term investment in the overseas sterling countries rose 
last year, from about £120 millions to £150 millions; but it was still below 
its levels in 1953 and the peak £190 millions reached in 1954. This is 
attributable to a large degree to the recent pressure on the London capital 
market; and since overseas demands are now rising strongly there is a 
danger that they may be met by the use, or abuse, of banking credit. 


What Curbs are Needed ? 


This temptation, as has been noted in connection with India’s require- 
ments of capital, is already exercising many minds in the City of London. 
The main hope of effective resistance to it is for the Export Credits Guarantee 
Department to set its face firmly against any such artificial extension of its 
facilities. “The ECGD will be helped in this by the unpublished but well- 
honoured agreement reached some time ago between the members of the 
Berne Union—the governmental and certain private organizations engaged 
in the business of covering export credit risks. ‘These organizations have 
agreed that they will not underwrite export credit risks having more than 
five years to run. The only occasion on which this rule has been broken 
in Britain has been when the ECGD has used those parts of its facilities 
that enable it, in very exceptional cases, to extend its normal function and 
take up the securities it has underwritten—becoming, that is, the channel 
for an advance of Government money to the overseas borrower. ‘These 
few exceptions, however, have not represented any significant departure 
from the self-imposed restraint of the members of the Berne Union. 

These are the curbs that should properly be applied to overseas lending. 
There are, of course, many other ways in which demand for capital in the 
Commonwealth could be checked. One would be to use the Capital Issues 
Committee for the purpose of discouraging Commonwealth issues and 
direct borrowing in this country. Another, equally objectionable, would 
be to apply exchange control against the Commonwealth. There were 
moments when Britain seemed to be on the threshold of applying exchange 
control to capital movements to South Africa, but fortunately the dangers 
of such a move were realized in time. ‘There are many parts of the overseas 
sterling area that apply exchange control to other members and to the 
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United Kingdom; but if the United Kingdom were to apply it to any of 
the rest, the essence of the sterling system would be destroyed. To curtail 
investment in the sterling area by resorting to an extension of exchange 


control would be an act of despair. 


Economics of Little Englandism 


So, indeed, would any other attempt at arbitrary restriction. The coming 
conference will surely underline the fact that if Britain wishes to remain the 
political head of the Commonwealth, it must somehow contrive to make 
available the resources that will enable it in financial and investment terms 
to live up to the political responsibilities and pretensions. But this is by 
no means a question simply of status and prestige. Nor is the choice 
between investing overseas and at home to be judged solely by a bare 
comparison of the returns. ‘Trade follows capital, and if Britain ceases 
to invest overseas it will lose far more than the direct return. ‘There 
are many countries in the sterling area that could readily move into the 
sphere of another currency. Ceylon, Malaya and the West Indies are the 
most obvious cases in point. The faith in the advantages of the sterling system 
shown by many of the new governments—see, for example, the report from 
Malaya on page 409—is reassuring; but it provides no grounds for any 
letting up in Britain’s efforts, since it is naturally based on the system as it is. 

To suggest that by lending to the overseas sterling area Britain is clamping 
on its industry all the disadvantages of dear money, is as misconceived as 
the opposite argument, fashionable a year or so ago, that by maintaining 
dear money Britain was clamping down undesirably on overseas lending. 
Dear money is a reflection, not a cause, of inadequate saving to fulfil 
demands; and there is no way in which the capital market in this country 
can, while remaining reasonably free, at least to the sterling area, insulate 
itself from the keen demands overseas that are bound to accompany the 
desire of so many countries to industrialize themselves, and at a pace never 
matched in the more sedate evolution of the older industrial countries. 
That insulation cannot occur unless Britain withdraws from its economic 
responsibilities to the Commonwealth. If it does so it will not be long 
before it has to withdraw from its corresponding political responsibilities. 

The best and healthiest way of keeping a balance in these matters is to 
maintain in Britain the economic discipline required to match the demand 
for capital with the supply of savings, and to apply that same discipline 
without discrimination to would-be external borrowers. Internally, this 
demands an intensification of efforts to expand the margin of resources 
over demand. Externally, it means in the first place refusing to turn bank 
credit into long-term capital. It means, in all but the most exceptional 
cases, charging an economic rate for long-term capital. And it implies 
some straight talking to countries such as India, which sometimes seem to 
feel that they can extract from Britain resources that are not here and at 
terms that bear no relation to the credit standing of the borrowing country 
or to the manner in which it is treating existing external capital. A full 
airing of these matters at the Premiers’ conference can do only good. 
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America’s Drift from 


the Factory 


IMPLICATIONS OF A *‘SERVICE” ECONOMY 


By EDWIN L. DALE 
WASHINGTON, mid-May 


‘HE United States is rapidly becoming a nation of white collar 

workers. ‘The greatest manufacturing nation in the world now 

employs only one-fifth of its work force actually producing things 

in factories (addition of the related office and sales force brings 
the total employed in manufacturing to slightly more than one-quarter). 
More striking still, an increase in the physical volume of factory output 
of almost exactly 50 per cent in the past decade has been achieved with 
an increase in the number of workers in factory production of only 2 per 
cent. There are actually fewer factory workers to-day than there were 
in 1952. ‘This, of course, is “ automation’’ with a vengeance. Yet the 
major implications for the economy and for economic policy of the dramatic 
and apparently inexorable change in the disposition of the American labour 
force have attracted surprisingly little public attention. 

The remarkable rise 1n productivity in manufacturing during the post- 
war period reflects a compound of factors—advances in technology, huge 
business investment, and virtually uninterrupted prosperity. And along 
with the enormous increase in output per worker in the factories has come 
an almost equally striking improvement in productivity in two of the three 
other categories of goods-producers—mining and agriculture. In the last 
decade, mining output has risen by 35 per cent, while the number of miners 
has fallen by 14 per cent. The farm population has continued its long 
decline, and is down by over one-quarter in the last decade, while the 
remaining farmers have increased total output by 20 per cent. Only in 
the final category of producers, construction workers, is it difficult to prove 
a dramatic increase in productivity ; and this appears attributable in part to 
statistical problems. | 

The result of all this is something that has probably never happened 
before in history, except in quite unusual situations such as that of medieval 
Venice. ‘The number of people producing things in the United States is 
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now fewer than those doing everything else. Although the statistics are a 
little hazy, it appears that this great milestone was passed last year. Need- 
less to say, it has happened because the new jobs created in the United 
States have been almost entirely outside the physically productive industries. 


These are the changes in employment in the main “ service ’’ industries in 

the past decade: 
Manufacturing sales and office personnel Up 50 per cent 
Government workers (federal, state and local) ‘a Up 31 per cent 
Workers in trade, retail and wholesale +3 Up 21 per cent 
Workers in finance, insurance and real estate " Up 38 per cent 
Workers in a multitude of services... is - Up 26 per cent 
Domestic servants - ‘< - a ee Up 40 per cent 


Employment in the “ non-goods ”’ sector has failed to rise only in trans- 
portation and public utilities; rising productivity in such industries as 
telephone service is clearly the reason here. 

There appear to be at least three major implications of the radical shift 
in the US labour force. ‘The first is all to the good. The American 
economy is almost certainly more “ depression-proof ”’ to-day as a result of 
the re-distribution of employment than it was twenty or thirty years ago. 
Of the numerous “built-in stabilizers’? and structural changes that have 
increased the resistance of the economy to the cumulative effects of the 
downward part of the business cycle, the change in the labour force, seldom 
included in the list, may be one of the most important. 

The reason is, of course, that the producing sectors of the economy are 
the most volatile in employment; so that as they account for a decreasing 
portion of total employment and incomes, the effect on total demand of a 
decline in manufacturing or mining or farming is correspondingly reduced. 
This was clearly demonstrated in the 1954 recession; factory output and 
factory jobs declined by 10 per cent, but total personal income declined less 
than 1 per cent. ‘The factory that loses orders may quite quickly lay off 
workers in the production force; but the department store or barber’s shop 
or insurance company that experiences a comparable decline in patronage 
may not lay off anybody. Even the non-production workers in the fac- 
tories, a group that has risen dramatically in numbers, are relatively immune 
to short-term changes in production. 

Certain statistics on the relative steadiness of retail sales in sections of the 
country where factory employment was known to have fallen sharply during 
the recession bear out the general thesis. Up to a point, the “ non-goods ”’ 
producers simply go on buying from each other and buying goods as well. 
Thus, to cite one important problem of the past, there is less chance of the 
familiar inventory cycle setting off a cumulative decline. A factory recession 
is still likely to result in a pile-up of inventories, but the non-goods pro- 
ducers, their incomes maintained, step in to clear the shelves. ‘This was 
in fact an important influence in the quick recovery from the recessions of 
1949 and 1954; and it is a cushion that is growing year by year with the 
shift in the labour force. 
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Incidentally, when and if Congress wakes up to the change in the labour 
force, it may be less obstinate on the tariff issue. As factory employment 
declines in relative importance, so do the votes of factory workers, and it 
is in manufacturing alone that imports create a problem of competition. 


The Blue Collared Elite 


The second main implication of the change is a puzzling one. The 
United States appears to be creating a sort of “labour élite”. The man 
in the factory or the coal mine not only earns far more than the shop clerk, 
the bank teller or the school teacher, but he widens the margin every year. 
The blue collar man, not the white collar man, is the man who is becoming 
rich from the huge increase in productivity. According to his productivity, 
he earns or nearly earns his rapidly increasing pay, and in any case his union 
wins it for him. But common sense indicates that wide disparities in pay 
for work of fairly equal strain and difficulty and skill—as much blue collar 
and white collar work is becoming with the advance of automation—are 
socially unhealthy. 

A factory worker in the United States now earns an average $2.05 an hour 
and a coal miner $2.95 an hour. But a shop clerk earns only $1.60 and a 
laundry worker $1.06. ‘These disparities, in actual cents an hour, have 
increased markedly in the past two decades. In 1939, for example, the 
‘spread ” between a factory worker and a shop clerk was 9 cents an hour 
and to-day it is 45 cents. Mr Walter Reuther has announced his intention 
of winning a shorter work week next year for his auto workers, with indica- 
tions of a demand for a four-day week; such an achievement, quite impossible 
for that great majority of the nation’s workers who are not employed in 
‘‘ automatable ”’ factories, would dramatize the increasing spread in earnings 
and standards. With the number of “ élite ”’ factory jobs increasing scarcely 
at all, more and more young people entering the labour force are going to 
have to accept jobs that pay lower in the scale. 

The third implication is related to the second. ‘The shift in the labour 
force, the ability of unionized factory workers to eat up their productivity 
increases in pay increases, and shifting patterns of consumer spending have 
created serious new problems of price stability. A recent breakdown of the 
consumer price statistics has revealed a surprising fact. The entire rise in 
prices in the United States since 1952 can be attributed to increases in 
‘‘non-goods ”—rent, services, public transport, and utilities. Retail prices 
of manufactured goods, taken as a whole, fell a little from 1952 through 
1955 and rose last year, but to a point no higher than their earlier peak. 
Food prices followed approximately the same course. But the entire 
category of “‘ non-goods”’ has increased steadily year by year, and they 
account for at least one-third of the average middle-income family’s total 
expenditures. 

The causes of these price increases are varied, but through many of them 
runs a single theme—the lack of scope for improvements in productivity, 
together with the necessity to grant at least some wage increases to hold 
workers. Meanwhile, consumer expenditures are moving slowly, but 
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steadily, in the direction of “ non-goods ”’ as living standards rise; indeed, 
the Government’s statistics probably understate the shift, as they leave out 
of account such major items as the cost of a college education and the cost 
of spending a night in a motel. 

In short, the shift in the labour force towards jobs that, on the whole, 
have a smaller capacity for improved productivity is being accompanied by 
a shift, less rapid, in consumer expenditures in the same direction. The 
obvious solution for price stability, assuming inevitable increases in many 
‘““non-goods ”’, is price reductions in the goods sector, where productivity 
is high and rising. But, at least in manufacturing and mining, labour 
unions have succeeded in winning wage and “ fringe ’”’ increases that take 
up most or all of the annual gain in productivity; and over an extended 
period prices may not be reduced. 

It is true, of course, that automation and mechanization are by no means 
limited to factories, mines and farms. ‘There have been startling innovations 
in office work, so that insurance companies and banks can cut costs as well 


TRENDS IN US LABOUR FORCE, 1929-56 


(millions) 
1929 1933 1937 1945 1948 1953 1956 
Total civilian labour force i 49.2 51.6 54.0 53.9 61.4 63.8 67.5 
Manufacturing .. a a 10.5 vas 10.6 33.2 15.3 17.2 16.9 
Durable i a ee n.d. n.d. n.d. 9.1 8.3 10.1 9.8 
Non-durable .. a ~ n.a. n.d. n.a. 6.2 7.0 (a 7.1 
Mining .. se ba - 1.1 0.7 1.0 0.8 1.0 0.9 0.8 
Contract construction .. he * 0.8 a. * aia 2.6 3.0 
Transport and public utilities . . 3.9 2.7 mae a9 4.1 4.2 4.1 
Trade 6.4 5.0 6.5 7.5 9.5 10.5 11.1 
Finance 1.4 2 1.4 1.4 Pe, 2.0 + 
Service... - - 2.3 2.6 3.2 4.0 4.9 3.3 6.0 
Govt (Federal, State, local) at aa 1 5.9 IY , 6.6 aan 


as factories. Some service industries, such as laundries, have also made 
extensive use of machinery, and even in large retail shops a number of 
devices to increase volume of business without increasing staff have been 
discovered. But for the barber, the bellhop, the bartender, and the garage 
mechanic, the possibilities of mechanization seem slight. Perhaps most 
important, the possibility is practically non-existent for the great bulk of 
Government workers, such as school teachers and policemen; and some of 
the most marked rises in the cost of living are a direct result of the rise in 
cost of local and state government, which are financed largely by property 
and sales taxes. 

Obviously not all of the implications of the shifting American labour force 
can be foreseen or analysed. Perhaps the principal effect will yet be 
sociological rather than economic. But it is worthy of some notice that in 
an economy that sets new records in practically everything every year, and 
has seen a rise of 20 millions in the number of people at work over the past 
two decades, the production of men’s working shirts should have fallen by 
a third since before the war. 
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Contessions of a 


Reflationist 


We publish below an unusual view of ment. However significant politically, 
recent events in Britain’s economy and the autumn budget of 1955 did no’, 
economic policy which we think few surely, comprise the first policy check to 
readers will fail to find interesting the boom; still less did it mark the 
and provocative. Our differences with onset of the weakness in sterling. That 
Mr Macrae in his assault on the weakness became apparent about a year 
policy of disinflation need no retterationor  previously—-just at the time of th 
annotation here; but two aspects of his emergence of the domestic symptoms of 
central thesis cannot pass without com- excessive demand.—EDITOR. 


~I—THE MOMENT OF POLICY’S TURNING 
By NORMAN MACRAE 


HIS is going to seem to many people to be a heretical article. Its 

thesis is that in the autumn of 1955 British economic policy took 

a turn away from the course which nearly all financial commentators 

had supported until then (and which I support still); that this 
turn was taken for reasons which, looking back, seem to have been illogical; 
and that the country has been suffering from that illogicality ever since. 
I am going to set down my main thesis in a deliberately extreme form— 
largely because I want to find out whether the majority of my fellow financial 
commentators (who I know disagree with me on this) disagree on the basis 
of my figures about the economy, or my feel of it, or my view of the proper 
objectives for it, or what. I had better explain, in fairness, that although 
up to 1954 I was a purely financial journalist, since then I have been a 
mainly political journalist. I used to lunch mainly in the City, now I lunch 
mainly with politicians. Perhaps that has polluted my economics. Let 
City readers read on, with charity, to find out. 

The ideal British economic policy, in my view, was followed between 
budget time, 1953, and September, 1955. In those thirty months the aim 
of policy was to keep demand high enough to stimulate the maximum 
possible increase in real national product without running into balance of 
payments disequilibrium; the rate eventually achieved, in terms of present- 
day pounds, was some £750 millions per annum, which was very satisfactory 
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indeed. Moreover, thanks to steadily rising investment, the capacity for an 
even bigger increase in 1956 and 1957 was created. 

Then, quite suddenly, in the so-called “‘ emergency ” budget of October, 
1955—which was followed by Mr Macmillan’s special restrictive measures 
in February, 1956, and then by the unnecessarily deflationary 1956 budget 

the decision was taken that that capacity should not be used. The 
reason usually given for this is that in late 1955 the British boom was going 
too fast, that the country had run into a balance of payments crisis. I did 
not understand that argument at the time, and I do not understand it now. 
Indeed, unless we have given up economics for some weird form of sun- 
worshipping—unless we have decided that the highest aim of policy is that 
certain sets of figures must come into balance with each other in the period 
when the earth moves round the sun, instead of in some more logical 
economic period—the evidence now available suggests strongly that the 
argument that Britain ran into a balance of payments “ crisis’ in 1955 is 
just simply not true. 


£200 millions of Self-Reversing Expenditure 


In the twelve months to September, 1955—which was the period of 
temporarily excess demand—the British economy had two exceptional sorts 
of self-reversing spending piled in on top of the normal increment in the 
level of demand; they were the excess stockpiling of that year (which was 
bound to lead to a lower rate of stockpiling in the following year) and the 
upsurge in hire purchase. Down-payments pre-empted a bigger volume 
of real resources in this period, but the subsequent instalment payments 
were bound to increase the nominal personal savings figures in 1956. 
Together, I think, these two sources of self-reversing demand must have 
totalled, at a very conservative estimate, {£200 millions in this period; that 
is, there was an element of plus £200 millions in the national balance sheet 
of demand in this period which was bound to become an element of minus 
{£200 millions in 1956. This £400 millions turn-round, as I see it, more 
than accounted for the switch from a £79 millions balance of payments 
deficit in 1955 to a £233 millions balance of payments surplus in 1956. 
What, then, was the effect of the increased Bank rate, the emergency 
restrictive measures and the disinflationary budget of 1956? One effect 
they could have had would have been to raise the balance of payments 
surplus further, which it seems to me statistically proved that they did not; 
the other possible effect was to destroy the increase of over £750 millions 
in real national product Britain otherwise might have had, which it seems 
to me abundantly clear that they did. It follows that I do not think much 
of the economic policy followed by Mr Macmillan in 1956. 

At this stage of the argument, two avenues of enquiry are opened up. 
The avenue I want to explore in this article is the historical one: Why, 
historically, was this check to expansion imparted in October, 1955? There 
were, [ think, two political and two economic reasons. I know that some 
other reasons, or rather to my mind ex-post rationalizations, have been thought 
up since; I hope to be allowed to discuss them in a subsequent article. The 
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reasons I want to outline and comment upon in this article are those that 
I believe to have been dominant at the time. The political reasons are 
gossamer things to discuss; it is open to those who disbelieve my whole 
thesis to say they are not the stuff of history, but the stuff of the gossip 
column. Nevertheless, I considered them to be true in 1955; and I con- 
sider them to be true now. 

The first political reason, then, seemed to me to be that Sir Anthony Eden 
came out of the 1955 election with a débutant Prime Minister’s enthusiasm 
for discussions with trade union leaders about co-partnership, one-nation 
policies, wage restraint and the rest; he was an admirer, remember, of 
Baldwin’s. ‘Throughout that summer, trade union leaders were hanging up 
their hats in the hall at 10 Downing Street in seemingly unending droves. 
The conversations did not come to much, but there were reports even at 
the time that Sir Anthony had become not wholly opposed to the vague 
idea that it might be worth making some emollient and non-Conservative 
gesture in the next budget—such as an increase in the distributed profits 
tax-—in order to “‘ make it easier ”’ for the unions to consider wage restraint. 
Certainly, some Conservative MPs were propagating this idea that summer; 
but they were reminded that as the budget fell in April, just after the usual 
annual round of wage settlements had ended and nine months before the 
next round began, the timetable took some force out of their brainwave. 

It was from this awkwardness of the timetable, I believe, that the first 
political idea of a possible autumn budget in 1955 sprang. I do not believe 
this influence would have come to anything but for the other factors 
described below; it is perhaps a bit naughty of me to mention it first. But 
those financial commentators who believe so firmly that the policy of 
eighteen-month-long stagnation which began in the autumn of 1955 was a 
great, realistic advance will not, I hope, object to this disbeliever’s grin as 
they are reminded of the appalling piece of political wishy-washiness in 
which this great “‘ advance’ took part of its root. 

Secondly, but still among the political factors, Mr Butler, the arch- 
apostle of expansion and previous opponent of this sort of bargaining, had 
fallen ill in the summer of 1955; and his thoughtful drive—the main 
political motive force of the economy’s advance up to then—had clogged. 
There is no need to discuss here the personal misfortune behind that illness, 
although many political as well as economic consequences have followed 
from it. Anybody who attended the Conservative party conference in 
Bournemouth in October, 1955, will know that the illness was a fact. 

So much for the political reasons. It is a relief to leave them in order 
to discuss the economic reasons at more length. Before I do so, I want to 
make it clear that I do not deny that the tendency in the immediate context 
of 1955—because of the two big self-reversing factors—was towards over- 
demand. I would not argue the case (and did not at the time) against 
those who wanted to even out the rate of stockpiling by a temporary rise 
in Bank rate to 5-54 per cent that autumn—and to let it drop again in the 
late spring of 1956. Indeed, I would have preferred a 53 per cent Bank 
rate in July to Mr Butler’s resort to requests to the banks, and think it 
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would have been more effective. But the resort to an emergency budget 
was not a temporary check to excess stockpiling of this genre; it was a state- 
ment to foreigners—and a sign to ourselves—that we were changing the 
whole basis of our expansionary policy. 


The Confidence Trick Misplayed 


There seemed to me to be two economic reasons for this decision. ‘The 
first of them was the great floating rate muddle. To recapitulate the course 
of events: 

(a) The abortive “ convertibility plan’’, born at the Commonwealth con- 
ference of 1952, had envisaged that the sterling exchange rate would be set free 
to float. 

(6) In 1954 this plan was abandoned (nominally postponed) with the excuse 
—informally but widely spread—that it was impossible to set the rate free just 
before a general election, because all foreigners afraid of a Labour victory would 
then speculate against sterling. Part of the weakening of sterling in late 1954 
was, 1n fact, due to this fear of the result of the impending election. 

(c) When the Conservatives won the election foreign speculators assumed that 
the freeing of the rate was imminent—and were strengthened in this by the 
British Government’s initial proposals for the hypothetical system of European 
payments after convertibility—and that the first movement of sterling would be 
below the $2.78 rate; Mr Butler was therefore put up to make his statement at 
Istanbul in September, 1955, that the sterling parity would be maintained even 
if convertibility were achieved. 

(7) When Mr Butler got back from Turkey he found that the Overseas 
Finance Division of the Treasury and the authorities at the Bank of England 
were in favour of a mildly disinflationary autumn budget, in order to give the 
‘last little push ”’ to “ restore foreign confidence in the pound ’’. 

This argument that Chancellors should disinflate the domestic economy 
to “‘ restore foreign confidence in sterling” is, of course, a conventional 
economic argument. I am afraid that I am now going to be irresponsible 
enough at least mildly to attack it. The Labour Government periodically 
announced “ consequential ’’ measures to disinflate the economy to impress 
foreigners; they never seemed to work, but perhaps it is a fair comment 
that this was because everybody knew that they did not disinflate enough. 
From late 1952 until October, 1955, however, Mr Butler reversed this 
system. He played the confidence trick on foreign investors, and won it, 
by talking about doubling the standard of living in a generation. ‘There 
was no flight from sterling until the “ floating rate ’’ scare set in. 

After October, 1955, however, the policy of intermittent disinflationary 
‘“ consequential measures ’’—designed not to correct any immediate deficit in 
overseas payments, but solely to impress foreigners with Britain’s deter- 
mination to defend the pound—came back in favour with a vengeance. In 
the sixteen months from then through April, 1957, there were no less than 
six Chancellor’s “‘ special statements ’’—or, as I would call them, near- 
budgets. Mr Macmillan was particularly keen on this tactic. He used to 
run after foreign speculators unrelentingly about once every three months, 
fagellating himself with an extra bout of hire-purchase restrictions here, an 
extra shilling on petrol there, shouting enthusiastically that if need be he 
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would be most undoctrinaire about re-imposing physical controls as well; 
he always used to be most surprised that the speculators took one look at 
him and then ran away from sterling all the faster. I happened to be in 
Zurich on the day that Mr Macmillan imposed his first surprise emergency 
economy cuts in February, 1956. ‘The reaction I found there, at any rate 
on all levels a little lower than the summit, was not “ Ah, the British are 
sternly putting their economy to rights which makes it safer for us to hold 
sterling’. It was ‘“‘ Hello, have you British another crisis? I didn’t 
know that’’. And this—to an economist, paradoxical—view was, I regret 
to say, especially noticeable among foreign financial journalists. As the 
news flashed in on the tapes, they were told by their editors to collate 
statistics and write something about Britain’s ‘‘ new economic crisis ’’; they 
promptly did so—as usual completely misinterpreting the c.1.f. element in our 
monthly trade returns, and scaring holders of sterling out of their wits. 

Mr Thorneycroft has carried on the same tactic as Mr Macmillan, after 
a little prodding. It is not entirely without significance that one of the 
biggest advances in the sterling exchange rate this year came just after Mr 
Thorneycroft’s first speech as Chancellor, in which he talked of “‘ the funda- 
mental strength of our economy ”’; but that was before the Treasury had 
got after him and told him to play his tunes more pianissimo, and to tighten 
school meals and HP at appropriate intervals and more loudly. One 
must not exaggerate this heretical view about foreigners’ emotional reactions. 
Of course, foreigners would run from sterling even more scramblingly 
than now if we allowed a yawning gap to reappear in the balance of pay- 
ments. But the orthodox British financial journalist’s idea that adver- 
tized bouts of British self-flagellation restore confidence in sterling has 
always seemed to me to be overdone; as Bernard Shaw once so charmingly 
put it, in another context, ‘‘ we are always making mistakes in this world 
through assuming that other people are as clever as we are ourselves ”’. 
Mr Thorneycroft would be wise to start playing Mr Butler’s confidence 
trick again. But the fact that we have given up playing this confidence 
trick was the first consequence of 1955’s wrong turning. 


The Cost Inflation Misunderstood 


Let us turn now to the second of the economic reasons for the autumn 
budget of 1955, to examine whether it has had any more logical conse- 
quences than the first. This second reason was the growth in influence, 
during Mr Butler’s illness and still more after his departure from the 
Treasury, of what I call the ‘“‘anti-full-steam school ”’ in Whitehall. This 
school was a perfectly respectable one, although its aim was not—contrary 
to rationalizations after the event—to cure any major “‘crisis”’ in the balance 
of payments; the point about the self-reversing factors of excess stock- 
piling and hire-purchase finance seemed to me to be perfectly well under- 
stood at the time, even if they have been conveniently forgotten since. 
Instead, this school’s aim was to stop the constant rise in prices—and thus 
prevent a possible balance of payments crisis in the future—through 
checking the annual inflationary rise in wage costs per unit of output. 
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The school drew great sustenance from what I believe was a misreading 
of experience in America just after President Eisenhower’s accession in 
1952: it was said that the deliberate check to production which the Americans 
agreed to accept in their “ little recession ”’ of 1953-54 had paid off admirably 
in the check to the rise in prices since then. I believe this was a miscon- 
ception: the rise in American industrial costs was not in fact checked after 
1953-54— it was the wholly artificial farm price situation which kept down 
the American cost of living during the first Eisenhower term, and the effects 
of that are now wearing off. But the belief that we should follow where 
the Americans had led was strong in Whitehall in October, 1955; and it is 
reasonable to suppose that it gained still more strength after the summer of 
1956, when the former British Ambassador to Washington became chief 
economic adviser in the Treasury. 

There are, surely, two comments to be made on the experience of this 
philosophy in Britain since 1955. The first is that it just has not worked. 
During the years of Butlerite boom we had annual wage rises of 6 per cent 
or so, and annual rises in production of 4 per cent or so; the result was an 
increase of 2 per cent or so in wage costs per unit of output. In 1956 we 
had no rise in industrial production, and this has been followed by a general 
1957 standard for wage increases of 5 per cent or more; the inflation in 
labour costs per unit of output has therefore been much greater than in the 
*‘ wild ”’ vears of boom. 

My second comment, however, is that there was no reason to expect that 
the philosophy would work. I agree wholeheartedly that Britain cannot 
afford the annual increases in wages which have become customary in these 
last seven years. Internal demand must be kept low enough to make it 
possible and profitable to stand up to strikes. Where I disagree with most 
other people, however, is in my belief that we had reached the position 
where we could successfully stand up to strikes even in the Butlerite boom. 
Our unexpected position of strength seemed to me to be revealed in the 
dock strike which virtually closed the Port of London for a month in autumn, 
1954, but which the union concerned then lost. Moreover, every other 
strike by a whole union since 1954—e.g. on the railways, in printing—has 
been lost by the unions. ‘The reason for this is simple: average trade union 
funds now amount to only £10 per member—much less in real terms than 
before the war—and this makes it impossible for them to make lengthy 
payments of strike pay (even when strikes are timed to coincide with the 
period of maximum possible income tax rebates, only about one additional 
week is added to the bearable length of stoppage). The reserves of raw 
materials and productive strength in the economy are quite sufficient to 
enable industries to stand out against wage demands for a longer period 
than the unions could possibly afford for national strikes. 

What has prevented industry from standing up to strikes, and has 
therefore made wage inflation inevitable—during the period of stagnation 
no less than in the period of boom—has been the strange sociological attitude 
of the British people. Whenever strikes are threatened, the Ministry of 
Labour hurries forward to urge the employers to give in, the nationalized 
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industries do give in, and the newspapers write editorials suggesting that the 
employers are near-relatives of either Simon Legree or the Piltdown Man. 
So the poor fellows surrender. I agree that this is a process that has got to 
be stopped. But it now seems to me abundantly proved that a period of 
productive stagnation is no help in stopping it. If this conclusion is correct, 
the fourth—and most respectable—of the reasons originally thought up for 
inaugurating the period of industrial stagnation seems to me to fall to the 
ground. 

Those, I think, were all the reasons originally thought of in 1955. Others 
have been thought up since—the idea of redeploying resources, of increasing 
Britain's potentialities for overseas investment, of co-ordinating immediate 
import programmes with export forecasts and so on. I hope to explain in 
a subsequent article why I do not think that any of these other objectives 
have in fact been achieved; indeed, in my view, the redeployment of 
resources since 1955 has been redeployment in diametrically the wrong 
direction. I also hope to explain in that article what I think should be 
done about economic policy now. But that is sufficient foretaste of my 
heresies about where I think we ought to go; this article has been concerned 
with setting down my heresies about where I[ think we have been. Whether 
one thinks that economic policy since 1955 has worked or not, I am con- 
vinced that objective historians will have to say that the policy was originally 
set in hand for all the wrong reasons. 
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As I See lt... 


By SIR OSCAR HOBSON 





























Sir Henry Clay’s biography of Mon- achievements—and limitations—seen in 
tagu Norman has evoked wile interest. the perspective of time. Below, Sir 
We publish on page 383 a full appraisal Oscar Hobson opens his regular com- 
by Professor Victor Morgan of the mentary with a personal account of 
light shed by the book on Norman’s Mr Governor—as he knew him. 


FIRST got to know Montagu Norman in the mid-’twenties when I 
was financial editor of the Manchester Guardian. At that time access to 
the Bank parlour was extremely difficult for journalists. Among City 
editors of the dailies only Mill of The Times, Kiddy of the Morning Post 

and Reeve of the Daily Telegraph had the entrée. I was added to this 
select list through the intercession of Sir Charles Addis, chairman of the 
London Committee of the Hongkong and Shanghai Bank and, I think, the 
first director of the Bank to be appointed from outside the magic circle of 
the merchant banking houses. 

I cannot add anything of substance to the account of Norman’s career 
and character which emerges from Henry Clay’s biography. All I can do 
is to relate a few incidents from my own experience, by way of illustrating 
one or two facets of his character. Once admitted to the Governor’s 
visiting list, one was always treated with the utmost courtesy and con- 
sideration—by everyone in the Bank, from the Governor himself to the 
youngest messenger. Norman had, as others have said, that most flattering 
trait of treating a caller as just the one person in the world whom he wished 
to talk to. I remember that on one of the last occasions on which I saw 
him at the Bank, he walked with me as I left, not merely to the door of 
the Parlour but the whole way to the main entrance of the Bank in Thread- 
needle Street. Was I set up? But if I remember rightly he was talking 
not of some important matter of financial policy of which he wished to 
persuade me that his view was right, but of the principles which governed 
the BBC’s attitude to the discussion of religious subjects! 

I tell, with a little difiidence, another incident. I tell it because, though 
it concerned me personally, it exemplifies the wide interpretation which 
Norman put upon his duties as Governor of the Bank. One day in 1942, 
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I received a telephone call to the effect that the Governor wished to see 
me. I went to the Bank and to my astonishment was presented by the 
Governor with a bundle of cuttings from my articles in the News Chronicle, 
all neatly pasted up and grouped in subjects, with the suggestion that I 
should publish them. At the same time he handed me a slip of paper on 
which was the name and address of a publisher who, he said, would be 
likely to do the job. Up to that moment it had never entered my head 
that my ephemeral pieces in the News Chronicle could possibly be a fit 
subject for publication in book form. I must have shown some reluctance, 
for Norman’s last words as I left were: ‘‘ Well, think about it and if you 
like the idea, all you need do is to send me a little note saying, OK, OH”’. 

I did so, the collection of my snippets was published under the title 
““ Does Money Matter ?”’ and to this day I do not know who was responsible 
for the selection or the suggestion that it was worthy of being published. 

The last time that I met Norman was on the steps of the Athenaeum, 
I think in 1947. I made some remark to him about the awkwardness of 
the economic situation and the possibility of tighter rationing of food. 
“Yes ”’, said Norman, “I think grub will be short’. ‘These witticisms, if 
one may so call them, gained in effect, of course, coming from a man of 
Norman’s impressive presence and precise enunciation. 

A rather different example of his sense of humour occurred during a 
conference at the Bank on the reorganization of the great steel firm of 
Richard Thomas & Co. ‘The chairman of this company was Sir William 
Firth and the conference was a difficult and, at times, heated one because 
he thought that the heads of some of the rival steel firms were being put 
on the Richard Thomas board in order to watch and control him. Norman, 
after providing the party with tea, was hovering in the background while 
the steel magnates argued. At one point when Sir William Firth was 
expressing himself with some vehemence, he became aware of Norman at 
his elbow, a sugar basin in his hand, saying: “‘ Sir William, are you sure 
your tea is sweet enough? Do have another lump of sugar’”’. I was not 
an eavesdropper at this meeting; my informant was Sir William Firth 
himself who may have been excited but had not let his feelings run away 
with him to the extent of not noticing Norman’s delicate attempt to release 
the tension. 

Leaving these slight personal reminiscences on one side, I feel that I 
ought to put down here my summing up of Montagu Norman’s service to 
the country and the world. ‘To put it in a sentence, I would say that his 
contribution was a conception of central banking so much larger than any 
which had prevailed before as to rank as a new conception altogether. To 
this end he enlarged both the directorate and the higher administrative staff 
of the Bank. He brought in directors from industry and trade unionism 
and made a regular habit of promoting higher officials to the Court. He 
appointed ‘ advisers”’ from the Treasury, the Foreign Office, academic 
economics, even journalism. (Not that he could ever bring himself to 
regard the Press as other than a regrettable necessity; when induced to 
appoint “ public relations officers’ he would affect not to know of their 
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existence or else pretend that their work was something quite different 
from what it was.) He found the Bank an institution which, though in 
Bagehot’s words it acknowledged a duty to the public, was still parochial 
in outlook. He transformed it into a public service. 

His internal reorganization of the Bank was at first directed to rendering 
it fit to play the dominating part that it did play in the financial recon- 
struction of Europe. Only later did he adapt the higher administration 
machine of the Bank to fit it to direct the financial reconstruction of 
important sections of British industry. 

I still think that Norman’s part in the rehabilitation of Central Europe 
after World War I will live as his greatest achievement. It was international 
‘‘aid”’ of a type and on a scale not until then visualized. His work was, 
on the face of it, blasted into ruins by World War II. Yet I feel sure that 
it did not all die but that something remained to keep alive the spirit of 
mutual aid between nations and to inspire those wider measures of inter- 
national financial help which were called for and rendered, mainly by the 
United States, after the end of that war. 


The Situation 


Back now to my staple subject—“ the situation’. ‘The past month has 
brought only minor developments, some good, some bad. Basically I can 
see no.improvement in the economic outlook. It is quite clear that 
inflationary pressure is mounting again. Employment is becoming over- 
full once more. Long-term interest rates are rising—witness the fall in 
War Loan below 70 for the first time this year. ‘The economists who three 
months ago were loudly proclaiming that we were in for a severe industrial 
recession unless the credit squeeze was immediately called off, are now 
shown to have been badly off beam. Mr Roy Harrod, who was writing 
that “‘ the economy no longer requires tight money at all’ and was making 
fun of the “‘ old fogies’”’ who, untaught by the bitter experiences of the 
thirties, still wanted it, should now be admitting that “ old fogies ”’ can 
sometimes be right and that the experiences of the ’thirties can be a very 
poor guide to policy in the ’fifties. 

One must, I agree, take account of the fact that short-term rates have 
fallen—or I would say, one class of short-term rates, namely, the discount 
rates on Treasury bills, has fallen; for another class, the rates bid by local 
authorities for short money, have been rising rather than falling. 

The main cause of the fall in the money market rates may have been a 
temporary increase in industrial iiquidity due to Suez coinciding with the 
seasonal repayment of Treasury bills out of tax revenue. The fall now 
shows signs of having exhausted itself. In any case it affords no ground 
at all, in face of the plain evidence of an immense demand for capital, for 
relaxing banking credit or for reducing the cost thereof. 

Yet, that is the course which the monetary “ authorities ”’ were apparently 
contemplating. ‘They were credited with the intention of again reducing 
the Bank rate and so again reducing the rate of interest on the general run 
of bank overdrafts. It may be that they have now abandoned that intention 


38} 








—at least the Bank rate is still at 5 per cent as this is being written. 
Even if that is so, the mere fact that they contemplated the further 
reduction—and indeed the actual reduction from 53 per cent in February— 
seems to me very near to a confession of powerlessness to control the supply 
of money—very near to throwing up the sponge in the fight against inflation. 

The Times said the other day that as the Macmillan price plateau had 
become untenable, the thing to do now was to prepare to hold the some- 
what higher plateau which would emerge when the new round of wage 
increases had worked out its effect on the retail price level. Quite right. 
Le plateau est mort, vive le plateau. What else is there to try for? Unfor- 
tunately, unless action is taken the new plateau, instead of living, is going 


to be born dead. 
Standstill in Policy ? 


Let us face it, the Government’s monetary policy has proved as dismal 
a failure as its Suez adventure. It now seems equally anxious to forget 
both. Since the budget speech in which he animadverted on the advantages 
of Labour being reasonable in wage demands, the Chancellor, so far as I 
am aware, has made no new pronouncement at all on monetary policy. 
The Bank has vacillated between a further reduction in the rate and no 
further reduction in the rate. 

Where do we go from there? I do not suggest that there is any imme- 
diate new reserve or balance of payments crisis in the ofing—though, of 
course, there may be. It may even be that the rise in the retail index will 
be cushioned for a while by the falling prices of materials. But I do not 
see that we have any prospect, as things are, of so building up our reserves 
that we can pay off the IMF in the next two years or of strengthening our 
current balance of payments so that we can face, without risk, our overseas 
investment commitments. As matters are, I do not see sterling developing 
any real strength and stamina. 

I shall be accused of excessive pessimism, of course. I can only ask 
whether it is not true that five years of Tory Government have seen a steady 
rise in prices and costs, a steady depreciation of the value of sterling. I can 
only ask whether it is not true that every one of the three Tory Chancellors 
confronted by successive wage demands has not surrendered to them, giving 
the false and craven excuse that the only alternative to doing so would be 
a return to a condition of mass unemployment. I can only ask whether 
anyone expects the Labour Government, which is all but certain to come 
into office in two years’ time, to put up a better fight for the pound than 
the ‘Tories have done. 

If anyone thinks I am over-gloomy, let him ask the leading bankers of 
America or the Continent how they rate the prospects of sterling. He will 
learn that lack of confidence in sterling is almost universal. 

It is extremely unpleasant to have to say these things, but on saying 
them, as it seems to me, hangs about the only remaining chance of getting 
something done before it is too late. ‘The complacency that still prevails 
is almost unbelievable. 
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Montagu Norman 


in Perspective 


By E. VICTOR MORGAN 


HEN the late Sir Henry Clay was killed in a road accident 
in 1954, he had been working for more than four years on 
the life of Montagu Norman, which he had undertaken to 
write at the request of the Bank of England and of Lord 
Norman’s family. He had already completed a first draft of chapters 
covering the period to 1939. Clay’s tragic death left the sponsors of the 
book with a difficult decision, and they chose to publish his draft with only 
minor revisions, and with two short chapters, ‘‘ The Second World War ”’ 
and “ The Man’’, written by colleagues at the Bank who have remained 
anonymous. On balance, there is no doubt that this decision was right. 

The book* is not the definitive work which it would have been if Clay 
had been able to complete it; there are a few passages where the style is 
less elegant and the argument less lucid than we know in his finished work, 
and there are no footnotes apart from a few, added by the editors, which 
are necessary in order to identify persons. ‘This lack of references will be 
a serious limitation for the historian, the more especially as the material is 
drawn largely from unpublished records in the Bank of England and the 
Federal Reserve Bank of New York. On the other hand, there is a great 
deal in the book that only Clay could have written, and that is far too 
valuable to lose. 

Norman’s own character and habits were such as to make great difficulties 
for his biographer. Shy and sensitive by nature, he did not make friends 
easily and, in later life, his isolation was increased by his position and by 
‘the fact that most people were afraid of him, and he did not like them 
to be’’. His natural reserve was enhanced by the tradition of secrecy in 
the Bank, and he seldom explained his motives or justified his actions to 
others; “‘ he did not easily persuade because he would not and could not 
argue’. Even to himself he was not very communicative; he kept a diary 
but, to judge from Clay’s quotations, it was laconic in the extreme. Hence, 
although Clay gives a vivid account of the great affairs with which Norman 
was associated, he is not always able to tell us much about his view of 
events or the motives for his actions. 





* “Lord Norman’’, by Sir Henry Clay. Macmillan, 36s. 
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Yet several facets of his character and ideals stand out with unmistakable 
clarity. Foremost, perhaps, is that to which Lord Snowden paid tribute 
in a passage quoted in Mr C. F. Cobbold’s foreword. ‘‘ It was said of a 
great statesman of the Victorian age that he had the ‘ international mind ’. 
How truly that may be said of the present governor of the Bank of England! 
To him more than to any statesman of Europe, is the credit due for the 
partial restoration of the economic conditions of Europe from the utter 
collapse of the years following the war’’. A reading of this biography leaves 
one with the feelifg that Snowden did not exaggerate. Examples of the 
“‘ international mind ”’ occur over and over again. Norman was a staunch 
supporter of the League of Nations from its inception, and he insisted, 
whenever he could, that the various stabilization schemes for central and 
eastern Europe should be conducted under League auspices. 

Once a firm political basis for stabilization had been established, Norman 
was indefatigable in arranging the monetary side, giving credits from the 
Bank of England and using his great influence with other central banks 
and with the merchant bankers of London, Paris and New York to get 
them all to play their part in a common effort. In 1931, he worked des- 
perately to get the Austrian crisis under control before it spread to Ger- 
many; had his efforts not been frustrated by the delaying tactics of 
politicians they might quite possibly have succeeded; and if they had suc- 
ceeded, it is possible that Britain might not have been forced off the gold 
standard, and that Hitler might not have come to power in Germany! 
Norman insisted on the sanctity of international obligations, and did his 
best to persuade the Government to keep up payments on the war debt to 
the United States even when there was no further hope of collecting 
reparations. ‘The same desire to preserve something of the fabric of inter- 
national order led him to maintain friendly contacts with Schacht and with 
the Japanese during the nineteen thirties, and so exposed him to considerable 
criticisMe | 

Though so much of his energies were devoted to international affairs, 
Norman was a banker, not a politician, and he saw very clearly the dangers 
of mixing the two roles. He firmly believed that every independent country 
should have its central bank, and that central bankers should co-operate 
one with another. He took a leading part in the reorganization of the 
Reichsbank after the German inflation and in the formation of central 
banks in central and eastern Europe, Canada, South Aftica and India. 
His close collaboration with Strong and Harrison, Moreau and Schacht are 
well known, but Clay shows that his idea of central bank co-operation 
extended much more widely to include ‘“ the governors of less important 
central banks, whose troubles he was always ready to enter into sympa- 
thetically, and to make his own”. Whether it was a matter of giving 
advice, of arranging a credit, or of seconding one of his senior officials to 
a new institution, Norman always tried to help. He did so partly because 
he had an “ international mind ”’ but also because he had a keen sense of 
the value to London of having dominion and foreign central banks that 
were prepared to hold balances in London and make payments through 


384 








le 





London, and whose policies and methods were in accord with those of the 
Bank of England. 

Despite his belief in the importance of central banks, Norman seldom 
tried to define their duties and responsibilities. In this respect, a memo- 
randum agreed between him and Strong in 1921 is of particular interest. 
It begins by stating that ‘a central bank should not compete with other 
banks for general business ’’, and two other clauses run, “a central bank 
should be independent but should do all its own government’s business— 
including gold and currency’, and “‘ a central bank should be the banker 
to all the other banks in its own country, and should assist them to develop 
its business and economic resources”’. It should not give interest on 
deposits, have branches outside its own country or undertake exchange 
business on its own account, and it should co-operate “in practice and 
principle’ with other central banks. Finally, there is the curious phrase, 
‘“a central bank should protect its own traders from the rapacity of other 
banks within its own country ”’. 


The Striking Omission 


The striking omissions from the document are any reference to the 
regulation of the volume of credit and to the influence of the credit supply 
on domestic prices and employment or on the foreign exchanges. ‘This 
omission accords with Norman’s later evidence before the Macmillan 
Committee, where he stolidly refused to commit himself on just these points. 
Either he did not believe that the Bank possessed all the influence attributed 
to it in the textbooks or, like other governors before him, he was reluctant 
to acknowledge the full extent of his power. Unfortunately, Clay gives us 
no clue as to which of these explanations is correct. 

The independence of central banks was one of Norman’s cardinal 
principles. He asserted it in this memorandum; he emphasized it in the 
negotiations for the reorganization of the Reichsbank, and he returned to it 
many times in his advice to other central bankers. It was one of the ironies 
of his life that the period in which he governed the Bank—1920 to 1944- 
was one in which its independence was being undermined. During the 
First World War there were serious differences between the Bank and the 
Government and Lloyd George spoke of “‘ taking over the Bank ” if it would 
not submit. Eventually Cunliffe gave a reluctant promise to consult the 
Chancellor “‘ on general conditions affecting credit’ for the duration of the 
war,* but he could still tell his Committee of Treasury that “‘ he did not 
propose now or at any time to obtain the Chancellor’s special sanction in 
regard to such changes as might be contemplated in the Bank rate”. By 
contrast, when in January, 1939, the Committee urged the use of Bank 
rate to protect sterling, Norman “ accepted the Treasury view that there 
should be no change ”’. 

The growing dependence of the Bank on the Government is attributable 


* Clay’s account of this episode differs significantly from that of Mr Robert Blake in 
‘ The Unknown Prime Minister’’. The editors state in a footnote that the almost abject 
letter of submission quoted by Blake as having been sent to the Chancellor was in fact a 
draft, which Cunliffe refused to sign. 
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partly to the changing climate of opinion; partly to the growing concern 
of the Government with trade and employment, and to its increased pre- 
occupation with the finance of its own debt. ‘T'wo decisive events, however, 
were the abandonment of the gold standard and the setting up of the 
Exchange Account. ‘Though the Bank remained the operating agent, the 
ultimate decisions affecting the exchanges passed to politicians. Norman 
fully realized this, and was slow to reconcile himself to it. As late as 1935 
he was complaining (to whom is not disclosed) that “ the credit policy being 
pursued was not his; circumstances had put the control—as in other countries 
—into the hands of politicians, and he had to play second fiddle ”’. 

Two years later, however, he was telling the governors of Empire central 
banks meeting in London, “ I am proud to think that I am a central banker 
talking to central bankers, but I would also ask you to remember that I am 
an instrument of the Treasury. ‘The two are, of course, not incompatible, 
especially in these days, and I would not say that I am in any way embar- 
rassed by divided loyalties”’. Whether this marked a change of heart or 
merely a difference of occasion is, to say the least, open to doubt. 

For Norman the gold standard was the great safeguard against inflation, 
the bulwark of central banking independence and the cornerstone of the 
international economic structure. There can be no doubt of his desire to 
return to it after the First World War nor of his chagrin at being forced 
off it again in 1931. Yet, as always, his zeal for the principle was tempered 
by his very shrewd appraisal of the practical difficulties. Clay shows him 
warning against a premature return to gold in the early nineteen-twenties 
and against premature attempts at stabilization after 1931. In one of the 
few long letters that are quoted (written to the governor of the Bank of 
Canada in 1935) he discusses the problem of “‘ panic money ’’, the position 
of America as a creditor which “ refuses e ther to forgo payment or to take 
merchandise in payment or to make new loans ”’ and the reluctance of the 


world to “envisage the problem as a whole’’. He concludes: ‘“‘ The 


BANK OF CEYLON 


The Bank of Ceylon, established as a State-aided bank by the Govern- 
ment of Ceylon, has played an important part in the development and 
progress of the Dominion. With wide local experience, a network 
of branches in the Island, a fully-equipped Foreign Department, a 
London Office and correspondents throughout the world, the Bank 
can confidently place its services at the disposal of bankers and merchants who wish 


to do business with Ceylon. 











Regd. Head Office: Central Office: London Office: 
BRISTOL ST., COLOMBO BANK of CEYLON BUILDING 4 LUDGATE HILL, 
West Block) LONDON, E.C.4 
YORK STREET, COLOMBO Savings Department: 
Foreign Department: City Office: 35 GAFFOOR BUILDING, 
YORK STREET, COLOMBO 41 BRISTOL ST., COLOMBO COLOMBO 


Branches: PETTAH (COLOMBO), KANDY, GALLE, JAFFNA, TRINCOMALEE, PANADURA, 
KURUNEGALA, BADULLA, BATTICALOA, KALUTARA, NEGOMBO, CHILAW, 
AMPARAI, ANURADHAPURA, WELLAWATTE, MATARA 

Pay Offices: TALAIMANNAR PIER, KANKESANTURAI AIRPORT, COLOMBO PASSENGER 

TERMINAL, RATMALANA AIRPORT 
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process would need quite a period of public and political education ’’. Unfor- 
tunately, education is an even slower process than Norman expected. 

The same practical approach marked Norman’s attitude towards the 
Bank’s domestic responsibilities. In his early years he does not seem to 
have paid much attention to the domestic economy outside the money 
market. Even during the depression of 1921, Clay finds few references to 
industry, trade or employment in his diary. When these matters were 
thrust upon his attention, it was through the difficulties of one of the Bank’s 
important customers, Armstrongs. As the troubles of the pre-war staple 
industries were prolonged and the clearing banks, with large frozen assets, 
became increasingly reluctant to grant them further loans, the Bank of 
England found itself appealed to more often. Norman apparently flung 
himself with zeal into the task of promoting “ rationalization ’’; and, as Sir 
Oscar Hobson points out, he broadened both the staff and the Court of the 
Bank to give it closer contact with industry. ‘The action taken, with the 
encouragement and assistance of the Bank, in the cotton, iron and steel and 
shipbuilding industries is well known and has been much criticized. Clay, 
who was already an adviser at the Bank when most of these schemes were 
being formulated, puts up a strong case for them, though not one that can 
be accepted entirely without reservation. 

Norman’s efforts were confined to helping individual firms and groups of 
firms to adapt themselves to a changed situation. He does not seem to 
have concerned himself about the wider issue of the balance between supply 
and demand in the whole economy; indeed, Clay produces no evidence to 
show that he even believed in the existence of such a problem. Perhaps 
he did not; perhaps he regarded the national malaise as due simply to the 
cumulation of the special problems of particular industries. Perhaps, if he 
did accept the possibility of a general deficiency of demand, he regarded it 
as outside the province of the Bank to do anything about it. Certainly he 
shared the misunderstandings of the time about the nature of inflation; for 
example, Clay shows him regarding a modest stock exchange boom and 
some speculation in commodity markets in 1934 as inflationary danger- 
signals, even though there were still more than two million unemployed. 

Presumably Norman read the work of Keynes and other economists; 
presumably he followed and was at times drawn into the current con- 
troversies about the effect of public works, protection and cheap money on 
employment. His biography, however, tells us nothing of his views on 
these matters, and it must, therefore, leave the modern reader with a feeling 
of unsatisfied curiosity. Norman was always distrustful of generalizations, 
and was apparently not greatly interested in theoretical economics. It is 
possible that he had very little to say on these questions, or that he was 
more than usually reluctant to leave a record of his opinions. Possibly, 
had Clay lived to complete his task, he would have written a chapter on 
Norman’s views of the Bank’s wider responsibilities and his reaction to the 
challenge of the theorists. As it is, one cannot easily see the Norman of 
1931 to 1944 in his proper perspective, and there must remain a large 
element of mystery about this great central banker. 
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German Banking 


Changes Back 


By WALDEMAR RINGLEB 
FRANKFURT, #ud-May 


AJOR changes in the banking structure have been planned by 
German bankers and politicians for some time. They are 
designed primarily to reverse some of the key aspects of the 
reforms effected by the Allies after the war. ‘Those reforms 
followed in essence the general policy of “ deconcentration’”’: the three 
commercial banks that had been predominant in pre-war Germany were 
split into thirty institutions each confined to operations within a single 
Land, the newly formed provincial unit; and the Reichsbank was replaced 
by a central banking system established to some extent on the lines of the 
Federal Reserve, with eleven (now nine) Land central banks providing the 
capital and board of directors of the central Bank deutscher Lander at 
Frankfurt. 

These essays in federalism fitted ill with German practice and German 
concepts. Accordingly, when the constitution of the Federal Republic was 
drawn up in 1948, a provision was written into the basic law requiring the 
legislature to “‘ establish a Bank of Currency and Issue as a Bundesbank 
(bank of the Federation)”’. And four years later a first step was taken in 
re-integrating the “‘ successor ’’ banks to the former Big Three. 

In recent weeks, that process has been completed: the pre-war banks 
have been reconstituted, two of them in form and name. But the scheme 
to replace the Bank deutscher Linder has repeatedly failed to satisfy the 
strong objections that—rightly in the opinion of most bankers—it has 
evoked. No reform could now be carried through in view of the elections in 
September; and it seems at least a possibility that in this sphere the creation 
of the Allies will be preserved after all. ‘The Bank deutscher Lander 1s not 
very popular with Dr Adenauer and some of his fellow politicians; but, 
since its chief, Dr Vocke, and his colleagues have so effectively demon- 
strated that the federal form does not stand in the way of the pursuit of a 
strong and firm central money policy, it has attracted growing support from 
both the financial community and the public. None the less, the bank’s 
future remains an undecided and controversial issue of politics. 
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By contrast, the restoration of the pre-war status quo in the commercial 
banking sphere has been accomplished smoothly and quietly. It was found 
at an early stage that a reconstruction of the German economy was not 
possible with the banking system established by the Allies (at the instigation 
of the United States element). The thirty new regional successor banks, 
whose ownership was completely unclarified and which bore names no one 
had ever heard of before, were too weak financially to be able to cover the 
rising credit needs of large industrial concerns; further, they were not 
capable of financing the foreign trade of Western Germany and maintaining 
in the long run adequate relations with foreign banks. If during those 
years it was nevertheless possible to re-establish close banking relations 
with other countries, this was attributable very largely to the trust that 
foreign bankers transferred to the successors of the large banks and to the 
understanding they showed of the special circumstances. Plainly, this was 
not a solid foundation. Viable banks had therefore to be created. 

This was accepted by the Allied Occupation Powers: and with the advance 
of their policy for Germany, they reversed their objection to some recon- 
centration of the large German banks—though the United States occupation 
authority still opposed too speedy and complete a reconcentration. The 
upshot was a limited consolidation—never intended by the Germans as 
more than a half-way house to the final move, completed in recent months. 

Through the German law on the branch territories of credit institutions 
of 1952, which was issued in conjunction with the Allied High Commission, 
the thirty successor banks were merged to form nine institutions, each of 
which could have branches throughout any one of the three major banking 
districts established. Moreover, these banks were grouped into the three 
traditional banking groups: the Deutsche Bank, the Dresdner Bank and 
the Commerz-Bank. ‘This reorganization was coupled with clarification of 
the question of ownership. ‘The shareholders of the three banks received 
for every share three holding certificates, one for each regional banking 
institution in the new group. ‘They were also allotted token claims in the 
old banks, which for political reasons have remained unsettled. The new 

structure was as follows: 


Deutsche Bank Group Dresdner Bank Group Commerzbank Group 


Norddeutsche Bank, Hamburger Kredit- Commerz- und Diskonto- 
Hamburg bank, Hamburg Bank, Hamburg 

Rheinisch-Westfalische Rhein-Ruhr Bank, (Commerzbank- Bankverein, 
Bank, Diisseldorf* Diisseldorf Diisseldorf 

Siiddeutsche Bank, Rhein-Main Bank, Commerz- und Credit- 
Frankfurt Frankfurt Bank, Frankfurt 


* Renamed Deutsche Bank West in 1956. 


These institutions, in contrast with those they replaced, were endowed with 

a full legal personality, and were able to draw up their balance sheets. 
Although the individual new successor institutions developed into quite 

eficient banking concerns, it was nevertheless found that closer union 
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within the groups could not be avoided. It was maintained that full inte- 
gration was needed to smooth the flow of funds over the country; and that 
large-scale financing could best be carried out jointly. In the groups of 
the Deutsche Bank and the Dresdner Bank, at the head of which were men 
who had formerly sat side by side in the old organizations, the desire to 
merge was particularly strong. ‘The banks in these groups acted in concert, 
even to pool profits as closely as permitted by the law then in force; and 
they declared that as soon as the law permitted they would again merge to 
form one bank. At the same time it was made clear that the advantages 
brought about by decentralization were not to be lost. ‘Through the exodus 
from Berlin, the board members had entered into far closer relationship 
with their clientele in the big industrial centres of Western Germany. 
Accordingly, they proposed that only a small leading group of the managing 
boards of the unified banks should have its seat in Frankfurt. 

In December last, the Bundestag passed the Act abolishing the limitation 
of the range of branches of the credit institutions. ‘This was the green light 
for the reconcentration of the former big three banks. With effect from 
January 1, the Deutsche Bank West and the Norddeutsche Bank transferred 
their property to the Siiddeutsche Bank, which has increased its capital 
from DM 80 millions to DM 200 millions, the same as the total of the 
former group. The deposits of the new Deutsche Bank amount to 
DM 6,354 millions; by this measure it is the biggest bank on the Continent. 
The registered office is at Frankfurt, but the bank has also established 
central offices in Diisseldorf and Hamburg. Hermann J. Abs, previously 
general manager of the Siiddeutsche Bank, has been appointed as leading 
spokesman of the Board. 

The successors of the Dresdner Bank have likewise agreed on a merger 
as from the beginning of the year, to be approved by a general meeting in 
late May. ‘The Hamburger Kreditbank and the Rhein-Ruhr Bank are trans- 
ferring their property to the Rhein-Main Bank, whose capital is increased 
from DM 48 millions to DM 124 millions as a result of the merger, and is 
now to be raised by a further DM 26 millions to DM 150 millions. The 
Dresdner Bank, too, maintains central administrations in Diisseldorf and 
Hamburg, as well as Frankfurt, the legal seat. 
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In the case of the third group of banks, namely, that of the Commerz- 
bank, matters are developing somewhat differently. The old institution 
operated mainly in Hamburg (where it was founded), Central Germany and 
the Ruhr. In South Germany the Commerzbank was less important. 
After the war Central Germany was incorporated in the Soviet sector and 
was lost as a sphere of business. ‘The successor institution in Diisseldorf 
was in familiar territory; but those in Frankfurt and Hamburg were ulti- 
mately able to obtain a much firmer footing in their areas than had the 
branches of the old Commerzbank. Accordingly, it appeared unwise for 
the Commerz group to fuse these two successor banks with the large 
Diisseldorf sister concern. It was decided rather to develop further the 
regional connections and retain the regional independence of all three 
institutions. Under the Act of December, 1956, the Commerzbankverein, 
Diisseldorf, has been able to acquire a controlling majority of the shares 
of the Commerz- und Diskontobank, Hamburg, and of the Commerz- und 
Creditbank, Frankfurt. ‘The general meetings of the Hamburg and Frank- 
furt banks have elected to their boards members of the board of the Com- 
merzbankverein, and appointed them vice-chairmen. 


Central Banking—Battle for Control 


The legislation permitting this reorganization was unaffected by party 
politics. It is regrettable that the same has not been true of the other two 
proposed banking laws, the federal bank law and the law on credit regulation. 
The credit law was introduced on the basis of the experience of the great 
bank crisis at the beginning of the ’thirties and the bank enquiry conducted 
at the time. It governs bank inspection and also sets down legal require- 
ments to which the banks must adhere in their credit policy. In the 
heated German debate on these laws, and in particular the central bank law, 
the question of decentralization or centralization, which formally appears 
to the fore, is far less at stake than that of how credit policy should be 
formed and above all to whom it is to be entrusted. ‘Thus central regulation 
would reinforce the power of the central authority, i.e. that of the Govern- 
ment coalition, while the existing regulation on a federal basis disperses 
power among the groups in control in the Linder. 

The draft of the bank inspection law provides for transfer of all authority 
to the central bodies. Admittedly, this is consistent with the widening of 
the permitted area of commercial banking to the federal republic as a whole. 
However, the Bill also weakens the powers in this sphere of the central 
bank. It has been opposed by the Lander, as they naturally prefer a 
regional solution, and also by the council of the Bank deutscher Lander. 
It seems unlikely to be passed into law in this parliament. 

The debate on the form of the new central bank also is centred essentially 
on the issue of the degree of independence of the Government. Those 
who are determined to see the independence of the bank safeguarded 
therefore at the moment support the federal system, despite their general 
predilection for a strong centralized authority. ‘They have seen that in a 
federal structure the political influences are split and to some extent cancel 
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each other out. In the Bank deutscher Lander, the board comprises the 
presidents of the individual Land banks (in turn appointed by the Land 
governments); and the strong personalities involved have created a truly 
independent monetary policy. By contrast, the board of the new Bundesbank 
proposed by the Government would comprise a central group appointed by 
the Bonn Government itself, together with directors representing the Lands 

—whose regional central banks would be replaced by administrative branches 
of the Bundesbank. 

It should not be overlooked, however, that decentralization also has con- 
siderable drawbacks. ‘They are likely to become more apparent now that 
the large commercial banks have been reformed. ‘These must deal with the 
nine provincial central banks, having to maintain the stipulated proportion 
of minimum reserves at each central bank. It seems clear that the presi- 
dents of Land central banks, some with quite small banking territories, 
will not find it easy to assert themselves against a large bank, managed 
by powerful and prominent individuals. It is desirable that the large 
commercial banks should have a direct relationship with the head office 
of the central banking system. In a federal system, this can be achieved 
only by personal contact between the bank boards; whereas the most effective 
basis is a regular direct business relationship. But the centralized central 
bank that is desirable on these grounds will be acceptable only when the 
political authorities are prepared to recognize and respect the principle of 
central bank independence. 





An Artist's Sketchbook: No. 43 


BRITISH BANKS IN TOWN AND COUNTRY 


Midland Bank, Worthing 


ORTHING, in common with most seaside resorts, possesses little 
W: what may be called an indigenous architecture. [ts architec- 

tural styles have been in the main transplanted from other times 
and other climes. A century ago fishing had not yet given way as an 
industry to the entertainment of holidaymakers; but notable contributions 
to this modern vocation had been made by the erection of some rather fine 
Regency and Victorian terraces and of a charming old theatre, which 
survives from the Napoleonic period. 

None of the town’s banks—with the possible exception of the recently 
opened office of the District Bank—has any characteristic seaside flavour 
about it. The attractive main office of the Midland Bank, which we feature 
this month, belongs to a style that has hitherto received scant attention in 
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Specially drawn for The Banker 
by Geoffrey S. Fletcher 


this sketchbook; but many examples occur from the late Edwardian period 
and the early 1920s. It may be described as a sort of cheerful Baroque, 
in which balustrades, Tuscan or Roman Doric columns and ornamental 
swags play a large part. Often, as in this case, one finds a well designed 
door or a small dome—this sometimes of stone, otherwise of copper. This 
style, in which many of the early cinemas were built, faded out in the late 
1920s before the onslaught of a modern packing-case style on the one side 
and close imitation of Georgian examples on the other. 
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America’s Changing 


Banking Scene 





NWI—THE MONEY MARKET 
By J. S. G. WILSON 


EW YORK is, and has been for many years, the most important 
banking and financial centre in the United States and it is there 
that money market transactions are effectively centralized. 
Nowhere else in the United States is the financial business 
undertaken comparable in scope and volume. ‘There are subsidiary money 
markets in other centres, of which the most important is Chicago; these 
markets supplement the facilities offered in New York, but it is the rates 
and yields established there that provide the basis for dealings in the country 
at large. Activity in the various centres is fused into a national market in 
two ways: first, banks throughout the United States are linked by the 
widespread network of correspondent relationships both with New York 
and with other leading centres*; second, the various dealers in securities 
likewise have connections across the country as well as branch offices at 
key points. By these means, surplus funds can be invested in a large 
variety of short-dated assets, which can readily be sold, thereby facilitating 
the day to day adjustment of cash and liquid balances. 

The two groups of institutions that constitute the most important elements 
in the New York money market—-apart from the Federal Reserve authorities 
themselves—are the larger commercial banks and the dealers in Government 
securities. ‘The chief assets in which they operate are Government securities 
and Federal funds, the markets in which represent the core of the national 
money market. ‘There are also subsidiary markets, such as those in bankers’ 
acceptances and in commercial paper. ‘The intervention of the authorities 
for the purpose of regulating the supply of money is concentrated mainly 
in the highly developed Government securities market; these operations 
in turn have an immediate impact on the supply of Federal funds—entitle- 
ments to balances with Federal Reserve banks—and this latter market 
therefore provides the principal means of spreading the effects of official 





* See the first article in this series, on the structure as a whole, in the March issue of 
The Banker; the second. article, on the commercial banks, appeared last month. 
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monetary action throughout the banking system. Only money market 
arrangements as such will be discussed in the present article; the broader 
aspects of central bank activity will be considered in a final article. 

Some idea of the size and composition of the market in Government 
securities in the United States can be derived from the total of marketable 
and convertible securities of the US Government in issue. On Decem- 
ber 31, 1956, this amounted to $171 billions,* of which $160 billions was 
in marketable form. Of total marketable securities, about 43 per cent 
matured within one year and over 25 per cent within one to five years. 
The commercial banks are still the largest single group of investors in 
Government securities, with 32 per cent at end-1956; but this marks a 
significant decline compared with earlier years. ‘The holdings of “ other 
investors ’’ (which include the big business corporations) have tended to 
increase, and reached 40 per cent of the total in December, 1956. The 
Federal Reserve banks held just over 15 per cent and the insurance com- 
panies, mutual savings banks, and US Government agencies and trust 
funds the remainder. 

At the shortest end of the range of Government paper are Treasury bills, 
usually issued with a three-months’ maturity on a discount basis.f Certi- 
ficates of indebtedness, which are fixed interest obligations issued at par, 
have an original maturity of no more than one year. The Treasury note 
is similar, but has a maturity of from one to five years. Finally, ‘Treasury 
bonds provide the instruments of long-term debt. Usually, they are not 
issued for maturities of shorter than five years, but there is no specified 


maximum maturity. 


Role of Treasury Bills 


Of these several kinds of Government security, the Treasury bill occupies 
a special place in the money market. It was first introduced in December, 
1929, but before World War II the amount outstanding rarely exceeded 
$2.5 billions. As a result of wartime deficit finance, the Treasury bill 
issue increased many fold and, in the post-war period, the amount of bills 
outstanding has varied from $11.5 billions to $26 billions. The short 
currency of the Treasury bill makes it much sought after for inclusion in 
the secondary reserves of both financial and business corporations. More- 
over, the open market operations of the authorities are usually carried out 


in this medium. 
By far the largest holders of bills are ‘‘ other investors ’’; in December, 


1956, these held 70 per cent of the total amount outstanding and the com- 
mercial banks less than 20 per cent. Corporation earnings have been high, 
and funds accumulated to meet larger dividends, interest and tax payments 


ee ———- —— — —— —— —— —— -- a 


* Allowing for differences in the size of the respective populations and converting at the 
official rate of exchange, this total is comparable with that obtaining in the United Kingdom. 

+ At times of the year when expenditures exceed receipts, the Treasury also issues special 
‘““ tax anticipation bills ’’, which are acceptable in payment of Federal taxes and are calculated 
to mature when funds begin to move into the Treasury again. Commercial banks are usually 
permitted to pay for these bills—whether bought for their own or for customers’ accounts 
—by crediting the Treasury’s tax and loan account with themselves. 
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have tended to be placed increasingly in bills at the expense of demand 
balances with banks (on which no interest may be paid). In addition, the 
proceeds of the growing volume of corporate, State and municipal security 
issues have often been put temporarily into bills pending final disbursement. 
Meanwhile, the share of the banks has tended to decline, in consequence of 
tight money and the persistently high level of the demand for loans. 

The Government securities market is served by twelve non-bank dealers 
in New York and the five dealing banks.* ‘These carry an inventory of 
securities with varying maturity dates and stand ready to buy or sell in some 
volume at their quoted prices. In some respects, the New York dealers 
resemble the London discount houses, but whereas the latter depend for 
their return largely on the difference between the running yield on their 
portfolios and the rates at which they borrow to carry them, the dealers in 
New York derive their principal source of income from the spread between 
the selling (or “‘ asked’) price and the buying (or “ bid”) price. As a 
rule, carrying an inventory is relatively expensive to finance and, for this 
reason, portfolios are usually kept small. However, even if a dealer is not 
holding a security of the length required, he is generally able to fill an 
order after contacting the principal banks, insurance companies, foundations 
and pension funds. ‘Temporarily, he may have to borrow securities for 
this purpose, pledging his inventory in the meantime, though ultimately he 
must purchase securities outright in order to complete the transaction. 
Deals between widely separated points are effected “ over the wire ’’, pay- 
ments being made in Federal funds.t 

The most active market is that in ‘Treasury bills: it may represent one- 
half or more of the total dollar volume of trading in all “‘ Governments ”’. 
New offerings of bills, usually with a thirteen-weeks’ currency, are made on 
and dated for each Thursday, applications being received by Federal Reserve 
Banks up to 1.30 pm New York time on the preceding Monday. These 
may be submitted on either a competitive or a non-competitive discount 
basis. ‘The latter, frequently submitted by small banks and businesses, are 
awarded in full up to a maximum of $200,000 per applicant at the average 
price for accepted competitive bids. The bulk of the tender is on a com- 
petitive basis, the bids coming from the larger banks in money market 
centres (which also tender on behalf of customers) and the dealers. There 
is no ‘‘ syndicate’ as in the London market. The combined dealer allot- 
ments ordinarily run to around one-fifth of the total issue, but have been 
as high as one-third. On the Tuesday morning, each dealer knows how 
many bills he has been awarded at the Monday auction. Since these bills 


* Bankers Trust, Chemical Corn Exchange, and Guaranty Trust in New York, and 
Continental Illinois and First National in Chicago. These are the only banks that function 
as dealers in Government securities on a continuing basis, though a number of other banks 
in various parts of the country ‘‘ make markets’’ in certain Government securities for 
customers and the smaller banks in their own areas. The “ trading account ’’ is kept quite 
separate from the ordinary investment portfolio and dealer banks usually depend on their 
own resources for the purpose of carrying their positions. However, they may from time 
to time do “ buv-backs ’’ (sales under an agreement to repurchase) with their customers. 

+ However, in New York, payments for securities with an original maturity of more than 
a year are usually made in Clearing House funds. 
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will not have to be paid for until the following Thursday, the dealers can 
do business in them until then without having to put up any money. 
Tenders for Treasury bills are also made by the Federal Reserve, either 
on behalf of foreign and other accounts or for the System Account. In the 
latter case, the Fed never tenders cash for bills, participating in the bidding 
only to the extent that it already holds maturing paper. If the authorities 
wish to absorb funds, they will ‘“ tender to miss ”’ and allow their maturing 
bills to run off. Otherwise, they will tender with the intention of getting 


at least some bills—either at the “‘ to be sure ”’ price or on a “ scaled basis ”’, 
taking whatever the market auction gives them. 


Sources of Short Money 


The arrangements made to finance the carrying of an inventory of bills 
and securities vary from one dealing house to another. When money is 
easy, the dealers borrow for this purpose, for the most part at call, from 
the major commercial banks. In practice, the banks that lend in this wav 
call their loans very rarely, but when money is tight much the same effect 
as calling is imparted by the raising of call loan rates to high levels. Dealers 
will then often prefer to seek out funds right across the country from out- 
of-town banks, large corporations, State treasurers, and so on. 

Such moneys are frequently made available on the basis of “‘ buy-backs ”’, 
the dealer selling securities under an agreement for repurchase. ‘The 
advantage of this system to the lender is that there is no risk of price 
fluctuations. Also, he can choose the maturity date he requires and is not 
tied to a Thursday as he would be if he invested in Treasury bills. ‘The 
dealer for his part knows that he has the funds for a specified period 
(though sometimes “ buy-backs ”’ are done with no fixed maturity and just 
run on), usually at rates below those charged on call loans by the money 
market banks. By resorting to “‘ buy-backs ”’, the dealer is in effect providing 
an outlet for funds that might otherwise have been invested in securities, 
and he may thus lose a certain amount of outright trading business. Never- 
theless, if he sells securities out on a “ buy-back ”’ he will usually be allowed 
to substitute in the ‘‘ buy-back ”’ other securities in exchange for those sold. 

Assistance may be provided also by the Federal Reserve. If a dealer 
wishes to lighten his portfolio, he may, if his prices are right, make an out- 
right sale in the open market to the System’s Account. Alternatively, the 
Federal Reserve Bank in New York (the arrangements do not apply in other 
centres) may make temporary accommodation available to a non-bank 
dealer under a “‘ repurchase agreement’’.* These agreements are made 
only at the initiative of the Fed with dealers that in its judgment are on 





* Since the return to a flexible monetary policy following the “‘ accord’’ between the 
Federal Reserve and the Treasury in March, 1951, repurchase agreements based on Govern- 
ment securities have been resorted to much more frequently (during the 1920s, the Fed 
put money out in this way on the basis of bankers’ acceptances, and the practice was revived 
for occasional use in this market in March, 1955). ‘The technique is essentially similar to 
the ordinary ‘ buy-back ’’, except that repurchase agreements made with the Fed are not 
subject to the right of substitution. ‘The contract is generally written for a specified period, 
subject to a maximum of 15 days. The facilities are limited to relatively short-dated 
securities and the rate charged is usually the same as the Fed’s re-discount rate in New York. 
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that day subject to exceptional pressure, and provided the granting of such 
relief is otherwise consistent with Federal Reserve policy. Formerly, the Fed 
would make repurchase agreements only with “‘ recognized dealers”. ‘This 
system was dropped in April, 1953, and no formal “ recognition’ is now 
required. In practice, repurchase agreements may be made with any firm 
engaged in the regular business of “‘ making markets’”’ in Government 
securities, subject only to the usual requirements of a banker holding a 
dealer’s account (e.g. in respect of possible sale of collateral and provision 
of information), and the setting of informal limits based on “‘ net worth ”’ 
(unimpaired capital and reserves). ‘This technique has the advantage 
of placing funds where they are most needed. At the same time, such 
accommodation is of limited duration and is automatically self-liquidating. 

To the extent that the banks lend to the Government securities dealers, 
they can adjust their cash positions by varying the amounts put out either 
in the form of “‘ buy-backs ” or as call-loans. In addition, they can adjust 
their cash reserves by resort to what is in effect an inter-bank market for 
Federal funds. Historically, this market goes back to 1921, but it is only 
within the last decade that it has become a national market, which is now 
used by the majority of the larger banks in the United States. Federal 
funds are immediately available to the purchaser—unlike Clearing House 
funds, which become available only the next day. 


Dealings in Federal Funds 


The development of the Federal Funds market owes much to the 
initiative of Garvin, Bantel & Co, a New York stockbroking firm which 
maintains a clearing desk in regular contact both with banks having funds 
to sell and with the prospective buyers. On the basis of this information 
and of its own enquiries, Garvin, Bantel establishes the rate at which the 
bulk of the business is done. ‘The firm does not itself deal as a principal. 
As a rule, it makes no charge for its services, hoping to attract other 
business in compensation. In a small number of cases, it does charge 
ys to } per cent commission on Federal funds transactions, usually at the 
request of banks that wish to use the firm’s services in this market but that 
have insufhcient stock exchange business to offer in return. Largely 
because of the considerable growth in the volume of transactions in recent 
years, some of the banks in New York (and other key cities) have become 
active as dealers in Federal funds; but Garvin, Bantel retains its unique 
status and frequently gives information to the dealing banks themselves. 
These usually operate at a small difference in rates in their purchases and 
sales, but the margin is very fine indeed. 

The size of the Federal funds market is difficult to determine. The basis 
of potential transactions is the amount of member banks’ reserves in excess 
of the minima required by the Fed and not, as might be supposed, of 
‘* free reserves ”’ (“‘ excess reserves ’’ minus borrowings from the Fed), which 
when money is tight is often negative. Even so, average daily excess 
reserves in December, 1956, were only $651 millions, and this was the 
highest monthly average of the year. Of this, furthermore, excess reserves 
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in the hands of ‘“‘ country banks’, which do not usually put funds out in 
this market, then amounted to $488 millions, Yet despite the narrowness 
of the residual base, this is a most active market and, as indicated in last 
month’s article, it has become an important part of the banks’ mechanism 
of adjustment. 

Funds are lent overnight and with out-of-town banks transactions are 
done over the ‘‘ bank wire’’. Since Federal funds transactions are tech- 
nically loans, the usual borrowing and lending limits apply; but, in addition, 
selling banks sometimes impose their own limits on borrowing institutions 
and may also restrict their transactions to banks on an approved list. A large 
but unknown proportion of Federal funds business is done in New York. 
This is a very volatile market and even during a single day the rate may 
fluctuate considerably. When funds are extremely short, the banks will 
usually employ their Government securities portfolio as the basis of adjust- 
ment, or borrow at the Fed; and the Fed’s re-discount rate generally repre- 
sents the maximum that will be paid for Federal funds. But when funds 
are plentiful, the surplus is likely to go begging, and in practice the floor 
to the rate is a mere 4 per cent. 

The use made of the Federal funds market varies considerably both 
between one institution and another and between different parts of the 
country, because of time differences. Of those banks that use the market, 
some persistently tend to be either net buyers or net sellers; others are 
‘‘in and out”’. The effect of time differences on the attitudes of banks in 
different centres is interesting. When it is noon in New York, it is 11 a.m. 
in Chicago, 10 a.m. in Denver, and 9 a.m. in San Francisco. In addition, 
when New York goes on summer time, another hour is added to the time 
difference between New York and such centres as do not follow this practice. 
Sometimes, banks will “‘ follow the clock ’’, buying or selling Federal funds 
successively in New York, Chicago, occasionally in St Louis or Kansas 
City, and, finally, in San Francisco or Los Angeles on the West Coast. 
However, banks in Denver argue that being caught as it were in a “ neutral ” 
time zone it is not worth their while to go into the Federal funds market 
at all. On the basis of local time, New York closes too early in the day 
and San Francisco is not able to do business until too late. ‘The banks in 
New Orleans make little use of the market, allegedly because of the time 
element, but those in Dallas, which are in the same time zone, usually do 
manage to get into New York when they wish to use these facilities. 

Although much less important than the markets in Government securities 
and Federal funds, those in bankers’ acceptances and commercial paper are 
nevertheless of some significance. The authorities first gave active support 
to the establishment of a market in bankers’ acceptances in the 1920s, but 
the dealings never developed into a major market. Despite a post-war 
revival in terms of dollar volume, which recently has on several occasions 
passed the $1 billion mark, it remains small. Most of the acceptances 
relate to the finance of foreign trade, but at times (especially in 1954) 
acceptances have been used to a significant extent to finance domestic 
storage of readily marketable staples, largely cotton. Up to three-quarters 
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Accounting problem: 
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re 


INACCURATE INFORMATION 
WAS THROWING A SPANNER 
INTO FRASER’S WORKS! 





DOUGLAS FRASER AND SONS LTD., a firm 
of engineers specializing in the manu- 
facture of textilemachinery and machine 
tools, used to keep their Store Records 
on Bin Cards. These cards only showed 
the materials purchased and those 
issued to production. Because no net 
balance was registered on the Bin 
Cards, Fraser’s often found they didn’t 
order enough new stock to cope with 
production requirements. 


Like many firms, big and 
small, faced with this kind 
of problem they called in 
Burroughs 


SOLUTION: In close co-operation 
with Fraser’s own staff, the Burroughs 
representative worked out a system 
based on four machines—tweo Sensi- 
matics, one Director Adding Machine 
and one Duplex Calculator. As a result 
the firm now gets a daily balance of all 
its stock items. Also during the posting 
operation the order level is automati- 


BURROUGHS ADDING MACHINE 


cally registered. Re-ordering became 
mechanically accurate, production pro- 
grammes go through smoothly, and no 
extra staff were taken on at all. 


HOW BURROUGHS MIGHT BE ABLE 
TO HELP YOU 


Ask yourself: How many of your staff are engaged 
in figure-work? How long does it take you to get 
the figures you want? Are the figures always 
accurate when you do get them? 

Burroughs Accounting Machines will do this 
figure-work for you without tying down a lot of 
staff and do it far more speedily and far more 
accurately. Burroughs make machines suited to 
the needs of every size of business and you have 
everything to gain by consulting them. 

They will advise against buying one of their 
machines if they don’t think you need one. Their 
advice, of course, is free. The local Burroughs 
office is in the phone book. 


¢:Jurroughs 


The most experienced manufacturers of 
Adding, Calculating, Accounting, Multiplying, 
Typewriter-Accounting, Statistical Machines 
and Microfilm Equipment 


LIMITED, 356°366 OXFORD STREET, LONDON, W.,3 
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of the total volume of acceptances is held in New York, with San Francisco 
holding about one-half of the remainder. An appreciable proportion of the 
acceptances is discounted by the acceptors themselves and does not come 
on to the market, where much of the activity is in any case confined to 
‘“ swap ”’ transactions between accepting banks. 

The use made by banks of commercial paper, which is a very old money 
market instrument in the United States, was discussed in the introductory 
article in the March issue of The Banker (p 180). This market is also 
used to some extent by business corporations and others as an outlet for 
temporarily surplus funds. ‘The amounts outstanding and placed through 
brokers have in recent years rarely exceeded $800 millions. A significant 
proportion of the demand for this paper and for bankers’ acceptances comes 
from foreign sources, which by using this medium avoid payment of the 
‘‘ withholding tax ”’ (which is deducted at source from foreign earnings on 
Treasury bills and other money market assets). The use made of these 
markets from time to time varies with the pattern of relative rates, but in 
neither is the volume of transactions likely to become very large. 

It is through the two main markets—in Government securities and 
Federal funds— that idle money is mobilized and distributed over the country 
at large. Full use is made of correspondent relationships and both the 
banks and the dealers attempt to tap every possible source of funds. The 
intensity. of this search for new sources of money has had the effect of 
binding together much more closely the various parts of the financial 
mechanism—and has made it much more sensitive to Federal Reserve 
action. 

Within the narrower confines of the central money market in New York, 
the fact that both the dealers and the commercial banks operate in more 
than one market has provided the necessary links for a well integrated 
structure. Most of the Government securities dealers have important 
interests in a number of markets—e.g. Treasury bills, medium-term and 
long-term United States Governments, bankers’ acceptances, the issues of 
Federal agencies, Municipals, and (somewhat peripherally) commercial 
paper. Certain of these dealers also underwrite corporate security issues. 
The commercial banks, too, are active in most of these markets (with the 
exception of dealing in and underwriting corporate securities), and in 
addition in the Federal funds market. Finally, certain of the larger banks 
(mainly in New York) make call loans against stock exchange collateral, 
though the rate on such loans is not now as influential as it was in the past. 
Whether they actively participate in all these markets or not, both these 
two main groups of institutions must also be influenced by the dealings of 
their customers in other related markets. 

By switching their activities from one market to another in response to 
changing rate relationships, the operations of the banks, the dealers, and 
their customers tend to produce a rate structure consistent with the available 
supply of money, the credit “climate” and the current preferences of 
investors. By these means, also, the money market is effectively integrated 
both at the centre and over the country as a whole. 
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AMERICAN REVIEW 








O clear signs have appeared in 

the past month that the Ameri- 

can economy has departed from 
its neutral course. The index of indus- 
trial production (based on 1947-49) 
fell one point in April, after showing no 
change on a seasonally adjusted basis 
from the level of 146 reached in 
October last, except in December when 
it rose temporarily to a new peak of 147. 
The picture of stability is reflected also 
in the returns of gross national product 
for the first quarter of 1957. ‘The 
national output of goods and services 
was then still inching higher, though 
the advance had slowed down to an 
annual rate of less than 3 per cent. 
Allowing for still slowly rising price 
levels, the change in real terms is quite 
insignificant. 

It seems therefore that despite all 
Congressional debate on the inflated 
level of Federal spending, Government 
and local expenditure is providing 
formidable and needed support to the 
economy. ‘The total annual rate of 
$84,500 millions in the first quarter was 
three per cent above the end-year level 
and substantially above that of any 
recently comparable period. Net 
foreign investment, at an annual rate 
of $3,000 millions has also shown a 
steadily rising trend for some time. 

By contrast, the rise in certain busi- 
ness expenditures, with those for pro- 
ducers’ durable equipment reaching a 
new peak annual rate of $32,000 millions 
in the first quarter, was more than offset 
by mild setbacks in the total of con- 
struction and by the halt to inventory 
accumulation. From a fourth quarter 
annual rate of accumulation of $4,400 
millions, there was a retreat to a virtual 
position of “no change’ between 
January and March. This naturally 


exerted a considerable drag on general 
activity during the first quarter and 
there is no present evidence to suggest 
that the trend is changing again. ‘The 
National Association of Purchasing 
Agents (whose surveys normally give a 
fairly reliable indicator of sentiment in 
this sector) recently reported that 
“there was a renewed effort to reduce 
inventories in line with sales . . . and a 
distinct unwillingness to make buying 
commitments any further ahead than 
was necessary ”’. 


Prop from Consumers 


The main prop to the economy during 
the January-March period was a gain of 
rather more than $4,000 millions in the 
annual rate of consumer purchases, from 
$333,200 millions to $336,500 millions. 
Perhaps a little curiously, the main 
accruals here were not from purchases of 
durable goods, which went up from a 
rate of $34,800 millions to $35,500 
millions; nor so much from service 
expenditures, which were $103,000 mil- 
lions, against $101,400 millions. Non- 
durables rose by an annual rate of almost 
$2,000 millions, to $136,500 millions. 
The rise in total purchases more than 
matched the gain in disposable income, 
so that the rate of personal saving was 
reduced, to just below 7 per cent. 

Although these indicators seem, in 
general, to support recent views that 
some further readjustment in business 
activity is likely, it should be noted that 
sentiment in some quarters seems to 
have undergone quite a marked im- 
provement towards the close of May. 
During that month occurred the usual 
spring meeting of the Business Advisory 
Council of the Department of Com- 
merce. At this session, Mr ‘Theodore 
Houser of Sears, Roebuck, who acts as 
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chairman of the economic policy com- 
mittee, said that there had been a 
“ significant change from some pessi- 
mism to more widespread optimism ”’ 
and he attributed this to the general 
buoyancy of personal spending, to 
generally high levels of construction and 
to the knowledge that Government and 
local expenditures would probably con- 
tinue at a high level. He thought that 
inventory changes would not be large. 

Government spokesmen are _ not 
usually slow to let forecasts of this 
sort pass unappended. Mr Randolph 
Burgess, deputy secretary to the Trea- 
sury, buttressed Mr Houser’s remarks 
with the assurance that business 


expenditures would remain high, while 
Mr Sinclair Weeks, the perennially 
optimistic Secretary of Commerce, held 
that the meeting had served only to 
confirm his earlier predictions of 1957 
as “‘a year which would be somewhat 
better than last ’’. 

Undoubtedly, one factor that has 
helped to restore optimism is the pre- 
diction by the McGraw-Hill Survey 
that industry will spend 12 per cent 
more on plant and equipment this year 
than it did in 1956. ‘This is much 
higher than the earlier official forecasts 
and would push the annual rate well 
above the seasonally adjusted figure for 
January-March before the year is out. 


American Economic Indicators 





1957 
1954 1955 1956 
Jan Feb Mar Apr 
Production and Business: 
Industrial production (1947-49 = ow 125 139 143 146 146 146 145 
Gross private investment (billion $) . 48.0 60.6 65.4 — — 64.5 — 
New plant and equipment a $).. 26.8 28.7 35.1 — — 36.9 38.0 
Construction (billion $) .. 37.8 43.0 44.3 44.9 44.9 43.8 44.7 
Housing starts . 101.7 110.7 93.2 63.0 65.0 83.0 92.0 
Business sales (billion $) 46.7 51.7 54.0 56.5 564 558 — 
Business stocks (billion $) 76.9 82.1 88.5 88.7 88.9 89.0 — 
Merchandise exports (million $) 1,259 1,293 1,582 1,675 1,605 2,143 — 
Merchandise imports (million $) 851 948 1,049 1,118 1,004 1,116 — 
Employment and Wages: 
Non-farm employment (million) 54.7 56.5 58.4 57.6 58.0 58.4 58.5 
Unemployment (000s) . 3,230 2,654 2,551 3,244 3,121 2,882 2,690 
Unemployment as % labour force 5.0 4.0 3.8 4.9 4.7 4.3 4.0 
Hourly earnings (mfg) ($) 1.81 1.88 1.98 2.05 2.05 2.05 2.05 
Weekly earnings (mfg) ($) 71.86 76.52 80.19 82.4 82.4 82.2 81.8 
Prices: 
Moody commodity (1931 - 100) {pen — =| Siw =a 
Farm products (1947-49 = 100) 95.6 89.6 88.4 89.3 88.8 88.8 90.6 
Industrial (1947-49 = 100) 114.5 117.0 122.2 125.2 125.5 125.4 125.3 
Consumers’ index (1947-49 — 100) 114.8 114.5 116.2 118.2 118.7 1189 — 
Credit and Finance: 
Bank loans (billion $) 70.6 82.8 91.2 89.0 89.4 906 — 
Bank investments (billion $) .. 85.3 78.3 74.4 73.7 73.00 72.2 — 
Bank loans (weekly) (billion $) 22.5 26.7 31.3 30.3 30.3 31.4 31.3 
Consumer credit (billion $) 32.3 38.6 41.9 40.9 40.5 40.5 — 
Treasury bill rate (%) .. 0.95 1.75 2.66 3.21 3.17 3.14 3.11 
US Govt Bonds rate (%) 2.70 2.94 ti ae ae? Bee’ ae 
Money supply (billion $) .. 209.7 216.6 220.9 219.5 217.7 217.2 
Federal cash budget (+ or —) (mill $) -1,082 -740+5,524 — —+43802 — 





Notes—Latest figures are preliminary or 
estimated. Yearly figures are given for 
private investment and equipment for 


1954-56 and then quarterly figures at annual 
rates. Construction figures show monthly 
averages 1954-56. Business sales and stocks, 
money supply, bank loans «ni consumer 


credit show amounts outstanding at the end 
of the period. Moody’s commodity index 
shows high and low 1954-56, and end-month 
levels. Weekly bank loans are derived from 
partial returns only. Budget figures are 
cash totals. Quarterly figures are shown in 
the middle month. 
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NORDDEUTSCHE BANK DEUTSCHE BANK SODDEUTSCHE BANK 


AKTIENGESELLSCHAFT AKTIENGESELLSCHAFT WEST AKTIENGESELLSCHAFE 
Hamburg Dusseldorf Frankfurt (Main) 


The above Successor Institutions of the DEUTSCHE BANK, 





already associated under an Agreement providing for the pooling of 
profits and losses, have merged in accordance with the decisions taker 
by their several General Meetings at the end of April, 1957 into a 


single Institution, to be known as the 


DEUTSCHE BANK 


AKTIENGESELLSCHAFT 





The Bank’s juridical seat will be as from now in Frankfurt (Main), 
and Central Offices will be maintained in Diisseldorf, Frankfurt (Main) 
and Hamburg. 

The unified Institution will own resources amounting to 
DM 350 million, consisting of capital worth DM 200 million and 
official reserves worth DM 150 million. 

We are pleased to be able once more to place the services 
and widespread connexions of our Bank at the disposal of our business 


friends under the old name of DEUTSCHE BANK. 


Frankfurt (Main), Diisseldort, Hamburg, May, 1957 
























































INTERNATIONAL 
REVIEW 








ARGENTINA 


Monopoly Probe—The Government 
has set up a commission to investigate 
the validity of monopolistic concessions 
granted to two companies that together 
supply the Greater Buenos Aires area 
with electric power. ‘These companies, 
handicapped by municipal regulations 
aimed at keeping down costs to the 
public, have been unable to keep pace 
with the growth of the demand. 


AUSTRALIA 


Loans Curb Lifted—The Common- 
wealth Bank has informed the trading 
banks that, while the authorities cannot 
at present sanction a general relaxation 
of credit restrictions, they no longer 
consider it necessary for the banking 
system to effect a reduction in its loans. 
The Bank pointed out that the Aus- 
tralian economy appeared to have moved 
into an approximate equilibrium, but 
that influences were emerging that could 
lead to a renewal of inflationary pres- 
sures. The most important of these was 
the swing to surplus in the balance of 
payments. The central bank urged that 
restrictions on loans for promoting hire- 
purchase activity should be maintained 
but suggested that there might be justi- 
fication for a moderate increase in the 
amount of finance provided for housing. 
The banks should not be relied upon, 
however, for the finance of large capital 
outlays. 


Prices Down, Wages Up—The cost- 
of-living index declined for the second 
quarter in succession in the January- 
March period. However, the Common- 
wealth Conciliation and Arbitration Com- 
mission sanctioned a general increase in 
basic wage rates at the end of April, 


when it gave judgment on an applica- 
tion by a number of trade unions for 
adjustments to bring the basic wage to 
the level it would have reached had 
cost-of-living adjustments not been sus- 
pended in 1953. ‘The Commission re- 
jected a proposal that quarterly adjust- 
ments in wage rates should be resumed. 
The External Surplus—The trade 
balance continues to improve. In the 
ten months to the end of April there was 
a surplus of exports over imports of 
£,A234 millions, compared with a deficit 
of £A67 millions in the comparable 
period of 1955-56. As a result, the 
external reserves of the Commonwealth 
Bank have risen to about £A450 millions, 





SR NINO ZECCHI 
London representative, Banca d’Italia 
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almost £A200 millions beyond the low 
point reached in April, 1956. 

Central Bank Reform—Owing to the 
complicated legal drafting work involved, 
it has been indicated that legislation to 
separate the direction of the central 
banking section of the Commonwealth 
Bank from that of its trading bank sub- 
sidiary will not be introduced into the 


Commonwealth Parliament until the 
budget session opens in late August. 
Credit for India ?—The Australian 


trade mission to India is stated to have 
been a success. The leader, Mr John J. 
Hurley, has stated that the Common- 
wealth Government is exploring the 
possibility of helping Australian manu- 
facturers to meet India’s need of long- 
term credit for the purchase of capital 
goods. 

Industry’s Foreign Capital — Direct 
investment in Australian companies by 
overseas interests totalled £A103 millions 
in the year to June 30, 1956, an increase 
of 20 per cent on the level in 1954-55. 
About two-thirds of the money came 
from transfers of new capital, the re- 
maining third representing re-investment 
of undistributed profits. 


AUSTRIA 


US Farm Aid—Agreements concluded 
with the US authorities will bring to 
Austria American farm surpluses to the 
value of $25 millions. The local cur- 
rency proceeds of the shipments are to 
be used partly for promoting develop- 
ment spending in Austria and partly for 
aid to Hungarian refugees. 
Export-Import Steel Loan—The US 
Export-Import Bank has granted a $20 
million credit to an Austrian steel com- 
pany to finance the purchase of rolling 
mill equipment. Repayment has been 
guaranteed by the Creditanstalt-Bank- 
verein and the Oesterreichische-Laender- 
bank, and will be made in 27 semi- 
annual instalments beginning in 1962. 


BELGIUM 


IMF Drawing—Belgium has purchased 
dollars to the value of $50 millions 
from the International Monetary Fund 
under the stand-by drawing arrange- 
ment negotiated five years ago. A modest 
deterioration in Belgium’s external pay- 
ments has taken place during the past 
year, and it has presumably been thought 
desirable to buttress the reserve against 
the possibility of continuing pressure. 
Gold Cover—The Governor of the 
National Bank called an extraordinary 


meeting of stockholders during May to 
sanction amendments in the _ bank’s 
articles needed to enable it to conform 
with the law approved by Parliament in 
April. ‘This fixes a gold parity for the 
Belgian franc and requires the bank to 
keep a gold cover of its sight obligations 
of not less than 33} per cent. 


BRAZIL 


Seeking British Aid— The newly 
appointed Brazilian Ambassador to 
Britain, Senor Chateaubriand, has de- 
clared that one of the objects of his 
mission will be to obtain British tech- 
nical aid for Brazil and, if possible, 
British financial assistance in developing 
the country’s agriculture. One way in 
which British help would be invaluable, 
he declared, was in developing the 
rubber industry. 


CANADA 


Record Expansion Forecast — The 
Minister for Trade, Mr Howe, has pre- 
dicted that Canada’s economy will ex- 
pand at the fastest pace in its history 
in 1957. He stated, however, that while 
there was no reason to be pessimistic 
about the wheat outlook, there was no 
room for complacency. Dumping of 
American wheat was creating serious 
problems for the rest of the world’s 
exporters; but Canadian farmers were 
doing a good deal better both in price 
and volume of sales than they would if 
the Government were to step aside and 
force them to compete individually 
against the United States. 


CEYLON 


Reserves Turn Downward — The 
steady rise in the country’s gold and 
foreign exchange reserves achieved 
through 1955 and 1956 met with a 
check in the early months of 1957; in 
the first quarter of the year the reserves 
fell by Rs53 millions, to Rs 1,126 
millions. The deterioration appears to 
have been due in part to the decline in 
world prices of some of the country’s 
main export products and in part to an 
upward tendency in imports. 


CHINA 


UK to Ease Controls — The British 
authorities have indicated that they are 
proposing that the embargoes on trade 
with Communist China should be re- 
laxed and ultimately brought into line 
with controls on trade with Soviet 
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Russia and its European satellites. The 
President of the Board of Trade, Sir 
David Eccles, stated last month that 
Britain’s payments with China are at 
present in balance, so that unless China 
sells less to Russia or gets credits from 
that country there is little chance of a 
substantial expansion in trade with 
Britain. 


DENMARK 


Payments Gap Grows—There has 
been a new deterioration in the country’s 
external payments since the beginning 
of 1957. The shortfall of gold and 
foreign exchange holdings against short- 
term foreign exchange commitments rose 
at the end of April to abour Kr 400 
millions, that is some Kr 300 millions 
beyond the level at which it started the 
year and only about Kr100 millions 
short of the worst figure reached in the 
1954-55 payments crisis. The deteriora- 
tion is due partly to the downward 
pressure on Danish exports imposed by 
the sharp fall in world prices of dairy 
products (as well as by Britain’s sales in 
Europe of subsidized eggs), but the 
main factor has been the steep increase 
in imports. ‘The Governor of the central 
bank has pointed out that this is ex- 
plained largely by the inflationary in- 
crease in incomes. 

Task for New Government — The 
general election in the first half of May 
resulted in the defeat of the coalition 
Government and its resignation. Imme- 
diately before the election the head of 
the Danish central bank, Mr Nielsen, 
pointed out that the first important task 
for the next Government and Parliament 
would be the reorganization of the 
country’s finances. He drew attention 
to the run-down in external reserves 
since the beginning of 1957 and pointed 
out that Denmark could not much longer 
continue to cover its deficits in this way. 


EAST AFRICA 


Sterling Loans—The East African 
High Commission last month success- 
fully launched two sterling loans for a 
total value of £11.5 millions—both in 
5? per cent stock dated 1977-83 mar- 
keted at par. Colonial Government 


funds absorbed {£2 millions of these 
issues, the remaining £9.5 millions 
having been offered on the London 
market and over-subscribed. ‘The pro- 
ceeds are being used to finance the 
development of railways, harbours, posts 
and telegraphs. 
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Tax Reform Urged—The Commission 
of Inquiry into the income-tax system 
has recommended that taxation of com- 
panies should be stepped up and taxation 
of individuals reduced, holding that the 
present structure tends to discourage 
immigration of skilled people. The Com- 
mission also urged that income tax rates 
and allowances in East Africa should be 
made uniform and argued in favour of 
the introduction of “‘ pay-as-you-earn ” 
arrangements. 


FINLAND 


Re-discount Quotas Curbed — The 
central bank has placed a limit on the 
extent to which commercial banks and 
other financial institutions may have 
recourse to its re-discounting facilities. 
From the beginning of August these 
will be restricted to double the amount 
of a bank’s own capital and reserves 
plus the balance in its cheque account 
with the central bank. This ceiling may 
be exceeded only when the Government’s 
balance in the central bank exceeds 
6,000 million Markkas. Then an addi- 
tional re-discount quota will be divided 
between the country’s banking institu- 
tions in proportion to their size. ‘The 
new restriction is expected to reduce 
the total volume of credit in the country 
and to make it difficult for financial 
institutions to meet seasonal fluctuations 
in the demand for their facilities. 

Import Deposits Ended—The central 
bank has also announced the withdrawal 
of the scheme requiring importers to 
make a deposit of local currency with 
the exchange control authorities as a 
condition of being granted an import 


licence. 
FRANCE 


The fall of M. Mollet’s Government 

following rejection of his fiscal measures 
designed to halt the further pressure on 
the franc is reported on page 353. 
Loan Success—Subscriptions to the 
new ten-year 5 per cent indexed loan 
floated in March amounted to some 
frs 83,000 millions when the lists were 
closed towards the end of April. 


GERMANY 


The formal measures needed to re- 
constitute the large commercial banks 
on pre-war lines are now being taken. 
They are discussed in an article on 
page 388. 

Volkswagen for Investors—Dr Erhard, 
Minister of Economic Affairs, announced 
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last month that the Government intends 
to sell the shares of the publicly con- 
trolled Volkswagen works to private 
investors. Initial holdings are to be re- 
stricted to DM 25,000 (£2,100) per in- 
vestor, and proxy voting is to be limited. 
Dr Erhard stated that, if the operation 
proved successful, the sale of other 
Federal property might follow. 

Import Freeing—Dr Erhard has also 
asserted that tariff rates must be reduced 
by at least 30 per cent, since it is in 
Germany’s own interest that the present 
large payments surpluses with other 
countries in the European Payments 
Union should be reduced. A further 
400 items have been added to the lists 
of quota-free imports. 


GHANA 


Joins Bank and Fund—The Governors 
of the World Bank and International 
Monetary Fund have approved Ghana’s 
application for membership. 

Central Bank Governor—Mr Eggles- 
ton, managing director of the Ghana 
Commercial Bank, has been appointed 
Governor of the Bank of Ghana, the 
new central bank. The bank is due to 
commence operations in August. 


INDIA 


Bank Rate Up—The Government has 
taken further steps to tighten monetary 
policy, including an increase in Bank 
rate from 34 to 4 per cent. The con- 
tinuing fall in external reserves is dis- 
cussed in the article on page 363. 
Higher Taxes—The budget statement 
for 1957-58 introduced a number of 
new taxes aimed at converting the ex- 
pected deficit in the ordinary revenue- 
expenditure accounts into a surplus of 
Rs 448 millions, and at reducing the 
overall deficit to be met by borrowing on 
Treasury bills from Rs 3,065 millions 
to Rs 2,075 millions. The changes in- 
clude increases in excise duties on a 
wide range of commodities and the 
raising of income tax payable by com- 
panies from 25 to 30 per cent. 

New Finance Corporation—A finance 
corporation is being established to help 
medium-scale industries cover their re- 
quirements of medium-term capital. Its 
authorized capital of Rs125 millions 
will be provided by the Reserve Bank, 
the Life Insurance Corporation and a 
number of commercial banks. But the 
bulk of its funds will be drawn from an 
advance of Rs 260 millions from the 
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counterpart fund created under the Agri- 
cultural Commodities Agreement con- 
cluded between the United States and 
India in 1956. The agreement stipulated 
that this sum should be reserved from 
the proceeds of American grants of 
surplus commodities for re-lending to 
private enterprise through established 
banking facilities. ‘The two countries 
have now agreed that this clause can be 
made effective most satisfactorily by the 
creation of the new finance corporation. 


INDONESIA 


Import Licences Suspended—Owing 
to the critical position in external pay- 
ments, the Government announced at 
the end of April the suspension for an 
indefinite period of the issue of import 
licences except for Government opera- 
tions, goods related to export inducement 
certificates and United States surplus 
commodities. Earlier it had been stated 
that credit restrictions were being tight- 
ened, especially on credit to importers. 
Loan from US—The US International 
Co-operation Administration has granted 
Indonesia a loan of $15 millions for 
development schemes in transport and 
electric power. The advance is repayable 
over forty years; interest is to be at 
4 per cent if repayment is in Indonesian 
currency and at 3 per cent if in dollars. 
The Administration has also indicated 
that it is prepared to lend to Indonesia 
for the finance of development projects 
the rupiahs that it holds as a result of 
the sale of $77 millions of surplus farm 
products to Indonesia in 1956. 


IRAN 


Oil Venture with Italy—An agreement 
has been reached with the Italian State- 
owned oil corporation providing for the 
establishment of a joint Italo-Iranian 
oil company to undertake oil exploration 
and development in three designated 
areas in northern Iran, outside the con- 
cession area of the international con- 
sortium. 

Improving Mortgage Lending — A 
report on the Mortgage Bank of Iran 
prepared by representatives of the UK 
Co-operative Permanent Building So- 
ciety at the request of the Iranian 
authorities recommends that legal restric- 
tions on the bank’s activities should 
be eased to enable it to attract private 
savings. As a short-term measure, the 
report suggests that steps should be 
taken to augment the bank’s resources 
by drawing funds from local public and 


private corporations and from abroad. 
It also recommends that the management 
and structure of the bank should be 
overhauled and its mortgage terms 
improved. 


IRISH REPUBLIC 


Tax Relief for Industry—The budget 
statement for 1957-58 grants 100 per 
cent tax relief to profits accruing from 
export transactions. In addition, indus- 
trial concerns will benefit from a 25 per 
cent increase in the wear-and-tear allow- 
ance for machinery and from the alloca- 
tion of £1 million for assisting industrial 
development. The budget abolished 
subsidies on bread flour and _ butter. 
With other economies, the resulting 
savings have brought the year’s esti- 
mated expenditure into line with esti- 
mated revenue at £121 millions. 


ISRAEL 


Capital from France ?—A_ French 
economic mission headed by M. Emile 
Roche, chairman of the French Eco- 
nomic Council, has visited Israel to 
examine the possibility of the  in- 
vestment of ‘‘ considerable sums ”’ in the 
country. 


JAPAN 


Bank Rate Raised—The Bank rate has 
been raised from 7.7 to 8.4 per cent in 
accordance with the Government’s de- 
cision that the recent re-emergence of 
inflationary stresses called for a tightening 
of monetary policy. 

Imports Rising—vThe increase in in- 
ternal spending over the past year has 
recently led to a marked deterioration in 
the country’s external payments, reflected 
in the first quarter of 1957 in a drop of 
$235 millions in foreign exchange re- 
serves, to $1,200 millions. But despite 
the tendency for imports to rise much 
faster than exports, the Government 
adopted an “import budget ” for the 
six months to the end of September, 
1957, of a total value of $2,236 millions, 
an increase of $321 millions on the level 
for the preceding six months and of 
some $500 millions on that for the 
corresponding period of 1956. 


MALAYA 


Sterling Link Re-affirmed—Colonel 
Lee, Minister of Finance in the Federa- 
tion Government, has asserted that there 
is no reason why the approach of inde- 
pendence should cause any apprehension 
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about the external or domestic position 
of the Malayan dollar. "The Government 
was satisfied that its association with the 
sterling system was in the best interests 
of the country, and the Federation would 
be an independent member of the 
sterling area. It would continue to hold 
its foreign exchange reserves in London, 
and the exchange value of the currency 
would continue to be fixed in terms of 
sterling. 

Changes after Independence — The 
Minister stated that with independence 
there would be changes in the exchange 
control mechanism of a technical nature, 
since it was planned to establish a 
central bank to take over the functions 
of the present Malayan Currency Board. 
But while it was intended that the 
system should eventually be less rigid 
than at present “‘ concerning the issue 
and redemption of Malayan currency in 
exchange for sterling ”’, it would be the 
first and fundamental principle of the 
Government’s policy and of central bank 
operations that the traditional stability 
of the Malayan dollar-sterling exchange 
should be maintained. For upon this 
depended the normal flow of trade and 
in large measure the readiness of overseas 


investors to put new capital or re-invest 
existing capital in the country. 
Planning Central Bank—It has been 
announced that the Bank of England is 
making available an adviser to help the 
Malayan and Singapore Governments 
work out plans for a joint central bank. 
A self-government agreement concluded 
by an all-party delegation from Singa- 
pore at recent talks with the British 
Government has been approved by the 
Singapore Legislative Assembly. 


MALTA 


UK Report on Economy—The Com- 
mission appointed by the United King- 
dom Government in September, 1956, 
to examine the economic situation in 
Malta has stated in its report that there 
can be no successful programme of 
economic development for the island 
unless the financial relations between 
Malta and the United Kingdom can be 
handled in a spirit of partnership. 
There should be a helpful interpretation 
by Britain of its responsibilities and a 
determination by the Maltese people 
not to rely unduly on British aid. The 
Commission emphasizes the need for 
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restraint in demands for wage increases 
and for the maintenance of an adequate 
flow of emigration. 


MOROCCO 


Status of Tangier—It has been indi- 
cated that the Royal Charter which the 
Sultan is granting to the old international 
zone of ‘Tangier following its incorpora- 
tion in Morocco will confirm all the 
existing privileges enjoyed by the city 
and grant it two new ones—a free port 
and ship registry open to ships of high 
tonnage. ‘The city will also be given the 
right to have a casino to attract foreign 
tourists. 


NETHERLANDS 


Blame for the Deficit—Dr Holtrop, 
the president of the Netherlands Bank, 
points out in his annual report that 
external payments transactions in 1956 
resulted in a deficit of Fls 608 millions, 
compared with a surplus of Fls 302 
millions in the previous twelve months. 
He attributes the deterioration to over- 
spending by the Government and the 
general public, assisted by inflationary 
financing. - A number of increases in tax 
rates aimed at damping down spending 
have been announced. 

World Bank Loan—The World Bank, 
in collaboration with private banking 
institutions in a number of countries, 
has made a loan of $15 millions to the 
Finance Corporation for National Re- 
construction for re-lending to promote 
development in industry, transport and 
commerce. 


NIGERIA 


Independence Conference—Talks on 
the future constitutional status of Nigeria 
began in London in the second half of 
May. ‘The conference was attended by 
the Prime Ministers of the three Nigerian 
regional governments, who were stated 
to have reached agreement in earlier 
discussions on a proposal that Nigeria 
should become independent within the 
Commonwealth in 1959. 


POLAND 


How Much US Aid ?—Negotiations 
have been proceeding with the United 
States authorities on the scope of 
American aid and loans for Poland. The 
Polish authorities originally requested 
help of the order of $300 millions, but 
there have been indications that the 
American Government will not be pre- 
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pared to make available a larger sum 
than $100 millions. 

The National Bank of Poland has 
announced that in future it will buy and 
sell Russian roubles in connection with 
non-commercial transactions at a rate of 
14 zlotys per Russian rouble. For com- 
mercial purposes the exchange will con- 
tinue on a one-for-one basis. 


PORTUGAL 


Credit System Reform—The Minister 
of Finance, Professor Barbosa, has 
announced the Government’s intention 
to introduce new laws to pave the way 
for a reorganization of the country’s 
banking and credit arrangements. ‘The 
new system would allow the commercial 
banks greater freedom in_ extending 
credit; at the same time, new specialized 
institutions would be created to provide 
wider facilities for medium- and long- 
term credit. 


SAUDI ARABIA 


Foreign Capital Regulations—A state- 
ment issued by the Ministry of Finance 
and Economy establishes new controls 
over foreign capital investment in Saudi 
Arabia and the investment of Saudi 
Arabian funds in other countries. The 
new regulations stipulate that non- 
residents may transfer income arising 
from their investment in the country 
after obtaining written permission from 
the Government. Saudi Arabian resi- 
dents may export capital to Arab League 
States for investment in economic pro- 
jects provided these States agree to 
permit the return of these funds and 
the repatriation of profits arising from 
the investment. 


SOUTH AFRICA 


Deflation Danger—In a review of the 
country’s economic affairs, Dr de Kock, 
Governor of the Reserve Bank, has 
declared that both internally and ex- 
ternally the economy appeared to be 
sounder and more stable than for some 
time, but that there was now a danger 
that the pendulum might swing too far 
in the direction of deflation. At the 
moment, the economy was still fully 
extended, but because it took a con- 
siderable time for new projects to be 
planned and prepared, there was justi- 
fication for a change of emphasis from 
restriction to encouragement. 


New Finance Corporation—Dr de 
Kock announced that, to stimulate 








private investment, the Reserve Bank 
and the Industrial Development Cor- 
poration were collaborating in the 
establishment of a new industrial finance 
corporation. Commercial banks, insur- 
ance companies, mining houses and 
certain other financial institutions were 
also being offered participation. ‘The 
corporation will have a nominal capital 
of £5 millions. Dr de Kock said that 
there was no justification for an expan- 
sionist monetary policy; the problem for 
the future was to make the best use of 
available financial resources. 


SOVIET UNION 


Tourist Exchange Rate—Premiums of 
up to 150 per cent on the official parity 
rates of exchange will be paid for foreign 
currencies converted into roubles for 
tourist and other non-commercial trans- 
actions. ‘he new effective rate for the 
pound sterling in such operations will 
be 27.6 roubles (compared with the 
official rate of 11.2) and that for the 
US dollar 10 roubles. 


SWEDEN 


New Fuel Tax—The Government has 
announced its intention to impose an 
energy tax in order to produce funds for 
financing a considerable expansion in 
the country’s output of electric power 
and an enlargement of storage capacity 
for oil and petrol. ‘The tax is to be 
levied on fuel oils, petrol, paraffin, coal, 
coke and electric power. As a com- 
pensatory measure, the special industrial 
power tax is to be discontinued, as well 
as the 12 per cent investment tax. 


SWITZERLAND 


Bank Rate Up—The Bank rate was 
raised from 14 to 23 per cent on May 15, 


the first change since 1936. It was 
stated that this step had been taken to 
maintain the purchasing power of the 
Swiss franc; the economy was exposed 
to great pressures, with exports, building 
activity, retail trade turnover, bank 
credits and employment all running at 
record levels. An appeal has been made 
to cantons, municipalities and private 
enterprise to support the Government’s 
disinflationary drive by more restraint in 
investment, price increases and wage 
demands. 

Swiss Banks Arraigned—The New 
York State Attorney-General has alleged 
that two Swiss investment banks are 
participating in a plot by “ Iron Curtain 
interests ’’ to gain financial control of 
certain Canadian and American corpora- 
tions engaged in the production of 
defence materials. He obtained an order 
from the State Supreme Court directing 
representatives of the banks—the SA de 
Placements Mobiliers and the Banque 
Ferrier Lullin—to appear in the Court 
in June for questioning. 


TURKEY 


Soviet Credit Offer—Russia has offered 
a credit equivalent to $5 millions to the 
Turkish Real Estate Bank for the pur- 
chase of Soviet road construction ma- 
chinery and materials. 


URUGUAY 


Payments Conference—A conference 
has been held at Montevideo to devise 
the practical steps needed to transform 
the bilateral system now governing trade 
between many of the Latin American 
states into a multilateral system. The 
talks were attended by representatives of 
eight South American states—Argentina, 
Bolivia, Brazil, Chile, Colombia, Ecuador, 
Paraguay and Uruguay. 





CORRESPONDENCE 


Building Societies’ Troubled Year 


Sir,—In discussing the multiple mort- 
gage lending of certain building societies 
in your May issue, I unfortunately 
described the Leicester ‘Temperance 
Society as having lent 74 per cent of its 
mortgages in that way. ‘The reference 
should have been to the Leicester Per- 
manent Society. The smaller Leicester 
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Temperance Society has only one-third 
of 1 per cent of its mortgage assets com- 
mitted in multiple mortgages, and holds 
a reserve ratio—good for these days— of 
4.1 per cent.—Yours faithfully, 
JOHN MARVIN, 
Little Chalfont, Bucks. 

May 14, 1957. 
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APPOINTMENTS AND RETIREMENTS 


Bank of Ceylon—M\r E. A. Crane has been 
appointed manager of the London branch. 


Bank of Nova Scotia—Mr R. E. Peel from 
Toronto to be manager of the London 
branch in succession to Mr A. H. Crockett 
who has been appointed manager of the 
main office in Montreal. 


Barclays Bank—Mr F. S. Bedford, an 
assistant general manager, has been ap- 
pointed a general manager. Mr A. Garton, 
a general managers’ assistant, has been 
appointed an assistant general manager. 
Pall Mall, Local Head Office: Mr E. 
Brimelow to be a local director on retire- 
ment of a general manager. Head Office— 
Advance Dept: Mr D. B. White from Fleet 
St to be a controller; Inspection Dept: Mr 
J. B. Goddard from Bournemouth to be an 
inspector. Manchester, Foreign Branch: Mr 
E. Foster from Liverpool to be manager on 
retirement of Mr Howard. London—Ham- 
mersmith Bdwy: Mr A. Jenkins from Isling- 
ton to be manager in succession to the late 
Mr Cox; Hither Green: Mr W. A. G. 
Cooper to be manager; Islington, High St: 
Mr W. G.. Fuggle from Advances Dept to 
be manager. Birmingham, Aston Cross: Mr 
J. T. Standeven from Coventry to be 
manager on retirement of Mr Peat. Derby, 
The Spot: Mr G. Johnson from Sheffield to 
be manager. Goole: Mr P. Blackbourn from 
York to be manager. Harlow: Mr L. S. 
Wells from Bishop’s Stortford to be manager 
on retirement of Mr Cresswell. Kington: 
Mr F. G. Lester from Llandrindod Wells to 
be manager on retirement of Mr Jones. 
Llandrindod Wells: Mr G. V. Parker from 


Hereford to be manager. 


Commercial Bank of Australia—Mr 
D. W. Stride has been appointed manager 
of the principal London office as from 
July 1 on retirement of Mr H. E. Rickman. 


District Bank—London—Adelphi: Mr J. S. 
Douglas from Ealing to be manager; Ealing: 
Mr D. E. Hilton from High Holborn to be 
manager. 

Lloyds Bank—Head Office, Advance Dept: 
Mr W. R. F. Probert from Wolverhampton 
to be an assistant controller; Mr G. A. 
Mortimer, a controller, has retired. London, 
81 Edgware Rd: Mr F. D. Henderson 
Smith from Advance Dept to be manager 
on retirement of Mr Hitchcock. Birming- 
ham, Great Charles St: Mr F. N. H. Barwell 
from Temple Row to be manager of this 
new branch to be opened shortly. Coventry, 
Earlsdon: Mr D. J. de Mestre to be manager. 
Martins Bank—Mr M. D. Oliphant has 
been elected to the general board of the 
Bank. 

Midland Bank—Abergavenny: Mr H. R. 
Daniels from Penybont to be manager in 
succession to Mr Morgan. Birmingham, 


Saltley: Mr K. G. Barfield from Warstone 
Lane to be manager on retirement of Mr 
Davies. Camberley: Mr H. J. Jenkins from 
Torquay to be manager in succession to 
Mr Spincer. Newtown, Mont: Mr A. J 
Morgan from Abergavenny to be manager 
on retirement of Mr Davies. St Leonards- 
on-Sea: Mr A. C. Spincer from Camberley 
to be manager on retirement of Mr J. D. 
Ashworth. Solihull: Mr T. R. Roberts 
from Birmingham to be manager in suc- 
cession to Mr J. Hollyhoke. Watford, St 
Albans Rd: Mr S. W. Pardoe to be manager. 
Wolverhampton, Salop St: Mr F. A. van 
Meeteren to be manager. 

National Bank—Mr P. A. Duggan has 
been appointed a director in succession to 
the late Mr H. Briscoe. 

National Provincial Bank—Head Office— 
Administration Dept: Mr D. E. Lift from 
Pont St to be manager’s assistant; Advance 
Dept: Mr E. W. Williams to be a controller. 
London—Pinner: Mr L. A. H. Gibbs from 
Southall to be manager on retirement of 
Mr Gulliver; Richmond: Mr A. C. Masters 
from Head Office to be manager on retire- 
ment of Mr Matthews; West Croydon: Mr 
W. M. Stokes from Administration Dept to 
be manager on retirement of Mr Gosling. 
Dulverton: Mr S. J. Sharpe from Chipping 
Norton to be manager in succession to the 
late Mr Rowe. Ripon: Mr N. Dixon from 
Cockermouth to be manager on retirement 
of Mr Calow. Thornbury: Mr J. D. Evans 
from Bristol to be manager in succession to 
Mr Harries. Beccles: Mr W. R. James from 
Lowestoft to be manager. Bristol, Filton: 
Mr A. A. Turpin from Cambridge to be 
manager. Chipping Norton: Mr B. Hall 
from Fareham to be manager. Cockermouth: 
Mr G. Townsend from Whitehaven to be 
manager. Liverpool, Walton: Mr A. Gardner 
from Oldham to be manager on retirement 
of Mr Talbot. Newquay, Cornwall: Mr 
H. E. Tessier to be manager on retirement 
of Mr Holloway. 

Westminster Bank—Camborne: Mr A. D. 
Thornton from Tiverton to be manager. 
Claygate: Mr C. le S. Keene from Woking 
to be manager. Frodsham: Mr E. Finney 
from Wirksworth to be manager on retire- 
ment of Mr Davies. Walton-on-Thames: 
Mr L. J. Reid from Claygate to be manager 
on retirement of Mr Robinson. Wirksworth: 
Mr H. E. Antill from Sneinton to be 
manager. 

Williams Deacon’s Bank—Mr L. Fletcher, 
manager of St Ann St, Manchester, and 
Mr W. P. Lockley, secretary of the Bank, 
have been appointed additional assistant 
general managers. Mr G. F. Peake has been 
appointed secretary of the Bank. Man- 
chester, St Ann St: Mr H. L. Howard from 
Bournemouth to be manager. 
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BANKING STATISTICS 


Trend of “ Risk ’’ Assets 


(£ millions, except for italicized figures, which show percentage of gross deposits) 
Change Change 























1956 1957 on latest on 
April Feb March April month year 
Barclays: 
Advances .. i 368 .3 376.1 387 .2 395.9 8.7 + 27.6 
% - ~ 27.9 28.1 28.8 29.1 
Investments ii 450.4 489.5 489.8 489.8 — +39.4 
% a on 34.0 36.5 36.4 35.9 
Lloyds: 
Advances .. - 337.4 364.9 381.2 381.3 + 0.1 +-43.9 
» A i a 30.5 32.4 34.1 34.2 
Investments i 374.1 373.3 365.5 343.6 —21.9 — 30.5 
» A 33.8 33.2 52.7 30.8 
Midland: 
Advances .. oa 405.2 409.1 412.0 409.3 — 2.7 + 4.1 
%, << st 30.2 30.2 30.7 30.2 
Investments oy 462.3 432.6 432.6 432.6 — —29.7 
A - ‘a 34.5 31.9 32.2 31.9 
National Provincial: 
Advances .. oy 273.7 251.4 272.9 276.8 3.9 + 3.1 
, ar ae 37.1 34.3 37.4 38.1 
Investments <a 212.8 221.2 213.3 213.0 — 0.3 +. 0.2 
x ; 28.8 30.2 29.3 29.3 
Westminster: 
Advances .. - 251.1 254.9 253.7 255.3 + 1.6 + 4.2 
% ee i 31.8 31.6 32.1 31.9 
Investments a 249.3 242.4 242.4 242.4 — — 6.9 
A 31.6 30.0 30.7 30.3 
District: 
Advances .. io 63.9 68.8 65.9 68.6 Z.7 + 4,7 
% “ee va 28 .6 30.8 29.8 29.7 
Investment - 69.8 Jac? 70.7 68.7 —- 2.0 - 1.1 
% 31.2 32.5 32.0 29.8 
Martins: 
Advances .. - 95.5 86.8 88.9 91.7 + 2.8 —- 3.8 
% a i 33.0 29.5 29.9 30.9 
Investments P 85.2 89.1 89.1 89.1 — + 3.9 
%, a oa 29.5 31.3 30.0 30.0 
Eleven Clearing Banks: j 
Advances .. i 1,908.8 1,923.5 1,976.5 1,993.5 +17.1 - $4.7 
% = - 31.2 31.1 32.1 32.2 
Investments a 1,987.2 2,011.3 1,993.2 1,969.1 — 24.2 —-18.2 
. er 32.5 32.5 32.3 31.7 
Trend of Bank Liquidity* 
1955 1956 1957 
Mar Dec Jan Mar Apr Nov Dec Jan Feb Mar Apr 
oO r) 0/ 0/ O/ oO o oO O/ Oo 0 
0 0 /o /o /o /o % is /o Yo % 
Barclays -- 28.8 37.9 39.1 34.5 35.5 35.5 36.3 36.5 32.7 31.8 31.7 
Lloyds -- 31.1 34.4 34.4 32.3 31.9 34.4 34.4 33.2 31.0 29.7 31.0 
Midland -» 30.1 38.2 37.7 31.8 32.1 38.2 41.3 39.5 34.6 34.1 34.4 
National Prov 30.7 38.7 38.0 31.3 31.8 35.4 37.2 37.8 33.2 31.1 29.6 
Westminster... 29.7 36.3 37.7 33.1 33.5 37.1 37.6 37.9 35.3 34.3 34.0 
District -- 31.5 39.9 41.0 37.2 37.0 37.3 35.7 38.0 33.7 35.7 36.8 
Martins .. 28.5 39.8 36.8 33.3 33.9 39.3 42.1 40.9 36.9 36.7 35.3 


All Clearing 
Banks .. 29.9 37.4 37.6 33.1 33.4 36.4 37.4 37.4 33.6 32.6 32.7 


* Cash, call money and bills shown as percentage of gross deposits. 
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Banking Trends since World War I* 


Net Liquid Invest- Combined 

Averages Deposits Assets Ratiot TDRs ments Advances. Ratiot 
of Months: {mn {£mn % £mn {mn % 
1921 - 1,759 680 38 = 325 833 64 
1922 ka 1,727 658 37 —- 391 750 64 
1923 + 1,628 581 35 —- 356 761 67 
1924 2 1,618 545 33 — 341 808 69 
1925 es 1,610 539 32 ~- 286 856 69 
1926 ‘a 1,615 532 32 — 265 892 70 
1927 - 1,661 553 32 —- 254 928 69 
1928 ia 1,711 584 33 — 254 948 68 
1929 - 1,745 568 32 — 257 991 69 
1930 - 1,751 596 33 = 258 963 68 
1931 ‘ea 1,715 560 32 a 301 919 69 
1932 - 1,748 611 34 — 348 844 67 
1933 - 1,909 668 34 a 537 759 66 
1934 ‘a 1,834 576 31 —- 560 753 70 
1935 os 1,951 623 31 oo 615 769 69 
1936 me 2,088 692 32 — 614 839 68 
1936 “i 2,160 713 32 = 643 865 68 
1937 ‘i 2,225 683 30 — 652 954 70 
1938 “ne 2,218 672 30 — 637 976 71 
1939 “ 2,181 648 29 -- 608 991 71 
1940 ‘a 2,419 785 31 73 666 955 65 
1941 - 2,863 676 23 495 894 858 59 
1942 = 3,159 712 22 642 1,069 797 57 
1943 ‘a 3,554 723 20 1,002 1,147 747 52 
1944 ea 4,022 788 19 1,387 1,165 750 46 
1945 oe 4,551 886 19 1,811 1,156 768 41 
1946 -» 4,932 1,280 25 1,492 1,345. 888 44 
1947 ei 5,463 1,646 29 1,308 1,474 1,107 46 
1948 - 5,713 1,703 29 1,284 1,479 1,320 47 
1949 es 5,772 1,920 32 983 1,505 1,440 49 
1950 oi 5,811 2,345 39 430 1,505 1,603 52 
1951 ia 5,931 2,308 38 247 1,624 1,822 56 
1952 a 5,856 2,097 34 -— 1,983 1,838 62 
1953 7 6,024 2,201 35 ~- 2,163 1,731 62 
1954 ba 6,239 2,190 34 2,321 1,804 64 
1955 - 6,184 2,098 33 -= 2,149 2,019 65 
1956 - 6,012 2,218 35 — 1,978 1,897 62 
1951: 

Oct ia 5,981 2,423 39.1 177 1,555 1,897 Oe 

Nov -" 5,973 1,981 32.0 108 2,033 1,925 64.0 
1956: 

April .. 5,853 2,040 33.4 — 1,987 1,909 63.7 

Dec - 6,305 2,492 37.5 — 1,980 1,913 58.5 
1957: 

Jan - 6,224 2,447 37.4 = 1,992 1,864 59.0 

Feb - 5,929 2,077 33.6 ~ = 2,011 1,924 63.6 

Mar - 5,897 2,008 32.6 == 1,993 1,977 64.4 

April .. 5,908 2,025 32.7 -— 1,969 1,994 63.9 


* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
t Ratios to gross deposits, i.e. including items in course of collection. 


Floating Debt 
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May 19, Apr 27, May 4, May 11, May 18, 
1956 1957 1957 1957 1957 
Ways and Means Advances: {mn {mn {mn {mn {mn 
Bank of England a — — — — — 
Public Departments 277.8 313.6 259.7 264.1 309.6 
Treasury Bills: 
Tender .. 3,220.0 2,830.0 2,840.0 2,850.0 2,860.0 
Tap 1,435.1 1,377.7 1,417.3 1,291.2 1,271.6 
4,932.9 4,521.2 4,517.0 4,405.3 4,441.2 
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National Savings 
(£mns: Receipts into Exchequer reported during period) 


Savings Total 

Certi- Defence Savings Premium Total Accrued Defence Remain- 

ficates Bonds Banks Bonds Small Interest Bond ing In- 

(net) (net) (net) (net) Maturity vested* 

1952-53 .. +22.8 —-10.7  -131.6 -- —119.5 88.3 -45.5 6,020.9 

1953-54 .. +19.0 + 0.3 —79.3 —- — 60.0 88.6 -38.4 6,008.7 

1954-55 .. +46.0 +51.1 —35.4 -- + 61.7 88.8 -28.8 6,126.2 

1955-56 .. +19.7 +21.5 — 80.4 = — 39.2 82.7 -50.8 6,123.6 

1956-57 +72.0 + 3.2 —-20.6 +65.0 +119.5 35.5 -38.9 6,124.0 
1956-57 

April —- 3.2 —- 5.1 +- 2.6 —- - 5.7 5.1 -13.2 6,106.0 
1957-58 

April . + 5.4 - 0.2 +7.4 + 2.4 =+ 15.0 2.6 -0.7 6,256.0 


* After taking account of net sales through the Post Office Savings Bank of Government 
securities other than defence bonds. 





Britain’s Gold and Dollar Reserves 





Years and 
Quarters 


1946 .. 
ge 
1948 .. 
1949 .. 
1950 .. 


1951 


i’ a 
Sees .. 
1954 .. 
Seas «> 
SOOO a 


1956: 
I 


a 
III . 
Giese 
November 
December 


oe ws 


1957: 


January 
February 


March 


I 
April . 


(Millions of US dollars) 


Net Gold and Dollar 
Surplus (+) or Deficit (—) 


Financed by: 








With 
EPU* 





With 
Other 
Areas 


+791 
— 876 
— 460 
+ 433 
+407 
— 406 
— 408 


+187 
+ 54 
~ 232 
- 63 
~ 285 
~ 169 


————— 


—517 


— 36 
—- 20 
—- 28 


_—<=—- 


- 84 





-4- 


Net 
Surplus 
or 
Deficit 
— 908 
— 4131 
—1710 
— 1532 
+ 805 
— 988 
— 736 
546 
492 
575 
619 


-+ 


Bax, 


+ 140 
+ 99 
— 236 
- 91 
— 313 
- 218 





—- 622 


- 33 


- 11 
- 64 








Ameri- 


can 


Aid 


2 


Special 


Payments 


and 


Creditst 


+1123 
+3513 
805 
168 

45 
176 
181 
181 
400 
181 
566 


Titi t+ 


_-— 


+ 156 


30 


+ 380t 





+ 410 





+ 59 
+ 68 


+ 127 
104 





Reserves 


at End 


Change of Period 


in 


Reserves 











+ 111 


2696 
2079 
1856 
1688 
3300 
2335 
1846 
2518 
2762 
2120 
2133 


2277 
2385 
2328 


2244 
1965 
2133 


—_ —_— 


2133 


2084 
2147 
2209 
2209 


2320 


+ 5 
* Portion of deficit or surplus settled in gold (in month following each accounting period). 
+ Payments comprised annual service charges on the US and Canadian loans in each 
December from 1951 to 1955; also, initial payment of $99 mns on funding of EPU debt; 
repayment of $112 mns to IMF in 1954; further $7 mns on EPU funding in July, 1956; 
Quarterly instalments on Canadian post-war loan 
and monthly payments to EPU creditors not deducted. Credits comprised $4,909 mns in 


and $14 mns to IFC in August last. 


1946 from US and Canadian loans; 


$420 mns from IMF in 1947-49; $325 mns from 


S. African gold loan of 1948; $177 mns from sale of Trinidad oil company in September, 


1956; $30 mns from sale of US Govt bonds in November; 


on IMF in February and $68 mns in March. 
t Balance of drawing of $561 mns from IMF and end-year instalments on US and 
Canadian post-war loans of $181 mns, of which $104 mns paid into interest holding 


account, returned in April. 
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$59 mns from India’s drawing 
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Tullis Russell offer the benefits of 50 years’ experience 
Map and skill in making sensitized security cheque paper, of a 
a quality and character that help to safeguard the reputation 
of British Banking all over the world. Day and night, 
month in and month out, one of Tullis Russell’s machines 
is engaged entirely in making this paper for all the big 
banks at home and overseas. Every stage of the work is 
supervised by qualified technicians specially trained to 
control and develop the paper’s protective qualities. 


For safety, security and consistency of quality, specify 


T.R. Security Cheque Paper—§it is a credit to Banking! 


Tullis Russell + ©. Led. 


THE PIONEERS OF TWIN WIRE PAPERS FOR PRINTERS AND 

SPECIALISTS IN THE MANUFACTURE OF TECHNICAL PAPERS FOR INDUSTRY 
ESTABLISHED 1809 

SCOTLAND: Auchmuty & Rothes Paper Mills, Markinch, Fife LONDON: “ivorex House” Upper Thames St., E.C.4 

BIRMINGHAM: 177 Corporation Street MANCHESTER: 372 Corn Exchange Buildings, Corporation Street 
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MODEL ROLAND & STONE 


Members of the New York Stock Exchange 










INTERNATIONAL 
SECURITIES 












120 Broadway, Telephone: 
New York 5, N.Y. Worth 4-5300 


Cables: Morodeal 
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right moment 


When I got married recently 
and wanted to buy a house I 


had no difficulty in providing WESTBOURNE PARK 


the deposit. My savings were 


THE 


invested with the Westbourne BUILDING SOCIETY 
Park Building Society and | 

had the ready money available 

immediately. I was pleased, now pays per annum 
too, that my savings had earned 


a good rate of interest—a 
very satisfactory investment all 
round. Assets £25,000,000 Reserves £1,735,000 


Head Office: WESTBOURNE GROVE, LONDON, W.2. ’Phone BAY 2440. 
l 


Income Tax paid by the Society 
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BANCO DE CREDITO DEL PERU 








Peru’s Oldest National Commercial Bank—Established in 1889 


Sixty-ninth Annual Report 


economy was marked by two important 

developments; the large expansion in 
foreign trade and increased income from foreign 
exchange in the external sector, and the con- 
siderable increment in circulating media in the 
internal sector. ‘These two developments, which 
are partly linked, clearly reflect the basic ten- 
dencies observed during 1956 caused by in- 
crease in production and exports on the one 
hand, and by a considerable fiscal deficit on the 
other. 


I economy the period under review, our 


Agriculture and Cattle Raising 


A brief examination of the different sectors 
of agriculture reveals that, despite fairly severe 
plague attacks which reduced the yields in some 
of the Central Coastal valleys, the cotton crop 
was practically the same as in the record year 
1954, thanks to the substantial contribution of 
the Piura Valley. 

Sugar production was exceedingly good, and 
the exported volume hardly lagged behind that 
of the peak year 1955. The results of the rice 
crop were practically the same as in 1955, and 
its yield is covering the domestic demand. 

No doubt, the agricultural balance of the 
year would have been more favourable had it 
not been for the drought, which for several 
months affected a large part of our Sierra, with 
rather severe repercussions in the yields of its 
typical crops. In this respect it should be 
mentioned, however, that the relief plan, 
studied and applied by the Government with 
deep attention, reduced such negative reper- 
cussions for the populations affected by the 
adverse situation and, at the same time, laid 
foundations for future action. 


Minor crops as a whole, were favourable, 
among them once again that of coffee was note- 
worthy; exports in this commodity becoming 
increasingly important. 

The prices of wool, a basic factor in Southern 
Peru’s economy at all times and particularly 
today, maintained satisfactory levels. In order 
to clear the way for the sale of some accumu- 
lated surpluses, during a period of 18 months 
commencing in April of last year no export 
duty will be applicable on sheep wool coming 
from Southern Peru. 


Fishing activities have been successful due 
to an abundance of fish which made it possible 


for the industry to make further progress in the 
export sector. 


As in former years, the co-ordinated co-opera- 
tion of the Government, banking institutions 
and private capital, enabled the national agri- 
culture to follow the course of continued pro- 
gress required by the constant growth of the 
Country. The Government has continued with 
firm perseverance the execution of its irrigation 
plan, having successfully accomplished the 
second project of great magnitude of the last 
few years, viz. the deviation of the waters from 
the Chotano river to the Chancay river. At 
present its main efforts are centred on the 
termination of projects already under way, 
such as the second phase of the Quiroz project, 
the deviation of the waters from lakes Choclo- 
cocha and Orcococha into the Ica river and the 
construction of ‘“‘ E] Fraile’’ dam in Arequipa. 


Banco de Fomento Agropecuario and the 
commercial banks continued to give increasing 
support to agriculture, while private capital con- 
stantly endeavoured to open new areas to 
cultivation, to increase the water supply by 
means of the drilling of wells and the realization 
of irrigation works, and to introduce improved 
techniques, the benefits of which are noticeable 
in nearly all sectors. 

Mining 

According to available data exceptional de- 
velopment was realized during 1956 in the 
mining industry the exports of which, not 
including oil nor non-metallic products, 
amounted to US $123 million, a figure un- 
precedented even during the years of the 
Korean crisis, compared with US $104 million 
in 1955 and US $91 million in 1954. 

The increase of 1956, as revealed by the 
preceding figures, is due only partly to better 
quotations, the main reason being an almost 
generalized expansion in volume of exports. 
In fact, with the only exception of zinc, exports 
of the principal metals showed increments of 
definite importance over the previous year, as 
principally demonstrated in iron (36.8%), gold 
(27.6%) and lead (10.9%). ‘The decline in zinc 
exports was hardly of significance and amounted 
to only 2%. 

The stimulating legislation and satisfactory 
quotations in the international markets during a 
large part of the year were important incentives 
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for national and foreign mining concerns to 
further promote the search and exploitation of 
new deposits, and to enlarge existing installa- 
tions. Special mention should be made of the 
important task undertaken by Southern Peru 
Copper Corporation during the year under 
review, in starting with vigorous determination 
and intensity the development of the Toquepala, 
Quellaveco and Cuajone copper ore deposits, 
the production of which will not only place 
Peru among the leading copper-producing 
countries of the world, but will also transform 
the present economic structure of that region 
for the benefit of the whole country. 

Oil production reached a record level; never- 
theless, results obtained in prospecting so far 
do not permit an accurate estimate of our possi- 
bilities in that field. It is generally conceded 
that there are no important deposits in the 
Sechura Desert. However, certain interest has 
been noted more recently on the Continental 
Shelf, where some concessions have already 
been granted. Besides, reasonable optimism is 
maintained regarding the potentiality of the 
jungle region, in which exploratory works are 
carried out at a lively pace and on a large scale. 


Manufacturing Industries 


By and large manufacturing industries, some 


of which have continued to enjoy adequate 
customs protection during the year, have 
developed satisfactorily. It is interesting to 


note that the situation of the industrial sector 
has been characterized not only by the evident 
rrogress of the existing industries, many of 
which expanded and renewed their equipment, 
but also by the materialization of several new 
initiatives of far-reaching importance for our 
economy. 

The constant growth of our manufacturing 
industry, made possible in many instances by 
the harmonious and comprehensive association 
of domestic and foreign capital, will surely 





the recently 


through 
the authorized 
capital of Banco Industrial was raised to soles 


receive new impetus 
promulgated law by which 


400 million. This measure, the adoption of 
which was of the utmost urgency in order to 
enable that Institution to fulfil efficiently its 
function in support of the industrial sectors of 
lesser financial capacity, should be _ supple- 
mented by the prompt promulgation of a 
General Industries Law. Such law, if drawn 
up in a technical form and in accordance with 
the requirements of the times, will undoubtedly 
produce the same favourable results as the 
Mining Code, the Petroleum Law and the 
Electrical Industry Law, permitting the manu- 
facturing industry to enter a new phase of con- 
solidation and firm progress to which it is 
justly entitled in view of its important and 
diversified achievements along its already long 
history. 


Commerce 


During the first months of the vear, com- 
mercial activities encountered certain stagnation 
in the market and as a consequence, there 
was a constant increase in instalment sales and 
in some sectors a reduction in the profit margins. 

However, it is generally believed that all kinds 
of commercial transactions recovered in the 
second half of the year. 


Foreign Trade and Foreign Exchange 
Market 


‘lhe favourable results obtained by the pro- 
duction sectors made possible an increase of 
15°, in the value of exports over last vear. 

Foreign exchange income derived from 
sources other than exports, increased too (by 
19.2°,,) mainly as a result of the confidence that 
international investment quarters have in our 
Country. 


As a consequence of the foregoing, foreign 





ASSE'TS 

Cash and Funds Available... S.. 
Loans and Discounts 
Securities 
Securities held as Guarantee 

for Savings Deposits 
Bank Premises, F urniture 

and Fixtures 
Exchange Operations 
Sundry Debtors 


462,220,854.81 
,612,976,795.57 
33,327,814. 56 


17,499, 885.00 


1,800,001 .0 
434,911,314.2 
261,297,515.26 
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‘yl on .. $. 2,824,034,180.39 


Securities held as Collateral 
against loans, and in Safe 


Custody . % .. §. 1,205,209,634.26 
Bills for C ollection mA ys 1,312,152,275.05 
Mortgage Guarantees 112,959,663.94 
Debtors per Contra 105,016,257.38 


559,372,011.02 


(;eneral Total... S. 








BANCO DE CREDITO DEL PERU 
CONDENSED BALANCE SHEET 
31st December, 


1956 
LIABILITIES 
Capital 7 + To? 80,000,000.00 
Reserves * es A "a 68,967,547.69 
Deposits € ,, 1,843,266,211.76 
E xchange Operations va oa 434.676,010.23 
Provisions anc Sundry 


380, 120,348.49 
17,004,.062.22 


Creditors .. 


Profit and Loss Account 


Total .. .. SS. 2,824,034,180.39 


Deposits of Securities held as 
Collateral against Loans, 


and in Safe Custody S . 1,205,209,634.26 

Deposits of Bills for ¢ ‘ol- 
lection a4 »» 1,312,152,275.05 
Mortgage Guarantees > r. 112,959,663.94 
Creditors per Contra . a 105,016,257.38 
(;seneral Total... S/. 5.559, 372, O11. O2 




















vn 


n- 


ng 


i- 
an 


rd 
1S. 
ds 
he 


()- 
ot 


mT) 
Dy 

at 
ur 


un 

















exchange income during 1956 reached the 
record value of US $460 million, which 1s 
considerably superior to 1955 and 1954 (US 
$380 million and US $344 million respectively). 

The large foreign currency inflow enabled 
Banco Central de Reserva del Peru to increase 
their modest foreign exchange reserves by US 
$16 million, reaching their highest level since 
the boom which followed the beginning of the 
Korean War. 

The fact that the increment in those reserves 
was not higher, indicates that also imports 
experienced appreciable expansion, amounting 
to US $361 million, which figure represents 
not only an increase of 20%, over the pre- 
ceding year, but also a record in the Country’s 
history. 


When evaluating the amount of imports it 
should be remembered that an appreciable part 
did not~demand immediate payment, while 
another part did not call for payment at all. 
The first case includes the importation of 
materials for the irrigation projects of Piura 
and Ica; equipments for the Army, Navy and 
Social Security Hospitals; road maintenance 
machinery and wheat sold by the North 
American Government; to the second class 
belong gift food shipments from the U.S.A. 
Government, machinery acquired by Southern 
Peru Copper C orporation for the exploitation 
of the Toquepala deposits and a large quantity 
of equipment for our mining, oil and other 
industries. 


The comments made above in connection 
with imports prove that the increase 1n the 
balance of outstanding foreign collections 1s 
largely attributable to capital investments and, 
therefore, the actual increase of the balance on 
commercial terms may be estimated at US $18 
million. ‘Taking into consideration the greater 
volume of imports and the longer terms granted 
by some foreign exporters, said figure can be 
deemed perfectly normal and this is proven by 
the fact that Peru continues to be regarded 
abroad amongst the best and most punctually 
paving countries of South America. 

As a further consequence of the high foreign 
exchange availability the Peruvian Sol tended 
to strengthen during the vear, which was re- 
Hected in the development of the quotations; 
probably there might have been a transitory 
descent of foreign currencies below actual levels 
if it had not been for the purchases of Banco 
Central de Reserva already mentioned, made 
no doubt with the object of avoiding momentary 
Huctuations and keeping up stability. 


Increase in Circulating Media 
and Credits 


‘Thus we find that said purchases account for 
one of the causes of the heavy increment in 
circulating media already referred to; the other, 
4’ much more important and serious cause being 
the large fiscal deficit. 


Parallel with the increase of circulating 
media, commercial banks expanded _ their 
credits, the total increase of which was never- 
theless inferior to that of last year, ‘This 





relative moderation in credit expansion is the 
result of measures adopted by the Superin- 
tendency of Banks and Banco Central de 
Reserva, establishing the former higher cash 
requirements, and the latter maximum limits 
for the granting of loans to commercial banks 
as well as higher rediscount rates. 

So far, these inflationary factors have not 
appreciably affected the internal price levels, 
neutralized, as they were, to a large extent by 
larger supply of imported goods. 


Dangers of Inflation 


Despite such hitherto favourable situation it 
should be remembered that our economy, 
although fundamentally sound and in full de- 
velopment, cannot be considered exempt from 
the serious dangers inherent to inflation. The 
existence of such dangers demands the firm 
resolution of the Government to use only a 
reasonable share of the country’s resources and 
to operate with prudence and in strict balance 
of available funds. On the other hand, the 
Government's efforts must be backed by the 
co-ordinated action of all forces in the com- 
munity. 


In order to uphold a sound and _ steady 
development of our economy, priority will have 
to be given to the national interest over any 
other, which should not be difficult to achieve 
with a mutual comprehension between capital 
and labour. ‘Therefore, business will have to 
avoid unnecessary price increases and keep 
their profit margins within the limits of a 
reasonable yield on the invested capital; labour 
forces will have to understand that any salary 
Or wage increase, without parallel increment of 
production, represents an inflationary factor 
with its consequent unfavourable repercussions 
for all. 


Our Activity 


Consistent with our traditional policy of pru- 
dence in the handling of funds entrusted to our 
care, we continued to give adequate support to 
all sound activities of our economy. Such policy 
was rewarded by the constant support of our 
clients, resulting in an increment of our deposits 
from Soles 1,513 million to 1,843 million. 


No effort was spared on our part to increas- 
ingly adapt our services to the needs of our 
clients. We refer in this respect to the im- 
portant improvements constantly introduced in 
the mechanization of our operations, in con- 
nection with which we not only acquired new 
tabulating and classification units, but also an 
electronic calculator (the first of its type in 
Peru), with a capacity of 6,000 operations per 
minute. Besides which, we bought new tabu- 
lators which will be put into service in May, 
improving by 50°, the capacity of those 
actually used. 

Our network of branches and city branches 
experienced further extension during the year 
under review and in the first months of the 
present year, by the opening of four new 
branches, in Catacaos, Talara, Incapuquio 
(Toquepala) and ‘Tarapoto, and four city 








branches of which three are in Lima and one 
in Cuzco. 


Bank Administration Costs 

We consider it our duty to call the country’s 
attention once more to the increasing costs of 
bank administration, exceedingly exaggerated 
and out of relation with the actual possibilities 
of the banks, with inevitable repercussions on 
the cost of money, and consequently on the 
general level of prices. 


LOANS (in °% of the total) 


Agriculture and cattle raising 18.8 
Industries (manufacturing and mining) 31.3 
Commerce ii Se _» ae 
Building ee 3.4 
Public (rentiers, professionals, etc. Dae 8.8 
Supreme Government, Banks, Caja de 
Depodsitos y Consignaciones, Concejos 
Provinciales y Distritales Seeder in 


and District Councils), etc. 

After having completely written off invest- 
ments made during the year in buildings, furni- 
ture and fittings, and after making depreciations 
and provisions, the profits obtained in 1956 

S/. 

amount to. 17,004,062.22 
which together with the balance 

of undistributed profits of 

previous years 


1,967,547.69 


re 18; at, 609. a1 


makes a total of 


Where there's a 
will there's a way 
to help a child 
like this 


When advising on wills and bequests, don’t 
forget the N.S.P.C.C. and its never-ending 
struggle against cruelty and neglect. 


N.S$.P.C.C 


VICTORY HOUSE, 








DIRECTORSHIP, 
working or non-working, 1s 
offered by progressive industrial 
bankers to person with access 

to bank facilities, trust or other 


funds. Full investigation. 


please write: BOx NO. B 657, 
THE BANKER, 


9-11 Poultry, London, E.C.2 
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LEICESTER S$Q., LONDON, W.C.2_ 


‘lo the Ordinary Reserve 
To the Shareholders a dividend 


We propose that this sum be 
distributed as follows: S/. 
2,500,000,00 


of 16%, of which 6%,, has 


already been paid 12, 800,000.00 


‘lo the Board of Directors and 


the Personnel of the Bank, in 
accordance with Article 40 of 


our Statutes .. 1, 700,406.22 


Leaving in the Extraordinary 
Reserves Account a balance 
of undistributed profits of 
previous years of ' 1,971,203.69 


18, 971, 609. 91 


Total ca ao 


Once the above distribution has _ been 
approved, the Capital and Reserves of the Bank 
will be as follows: 

Te 
80,000,000.00 
20,000,000.00 


Paid up Capital 
Legal Reserve 


Legal Reserve of the Savings 
Department .. 37 000,000.00 


Ordinary Reserve 12,500,000.00 
Undistributed Profits 
vious years 


of pre- 


1 971,203.69 


151 471 203. 69 





THE CHARTERED 


INSTITUTE 
OF SECRETARIES. 


Directors requiring the services 
of CHARTERED SECRETARIES 
for secretarial and other execu- 
tive appointments are invited to 
communicate with the Secre- 
tary of the Institute at Dept. 
B, 14 NEW BRIDGE  ST., 


LONDON, E.C.4 
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BANK OF BRITISH WEST AFRICA 





Satisfactory Outcome of Activities 





Volume of Business Again Expanded 





Bank of British West Africa, Ltd., will be 
held on June 13 at the office of Company, 
Gracechurch Street, London, E.C. 

The following are extracts from the statement 
by the Chairman, The Rt. Hon. Lord Harlech, 
K.G., G.C.M.G., which has been circulated 
with the report and accounts for the year ended 
March 31, 1957: 

The extension of our network of branches 
undertaken in the past few years now provides a 
very good coverage of banking services through- 
out the territories. 


‘| ‘HE 63rd annual general meeting of ‘The 


The Accounts 

[ am pleased to tell you that the volume of our 
business in West Africa shows again a steady 
increase. 

The Profit and Loss Account records an 
improvement of some £35,666 on the year’s 
trading which I am sure shareholders will 
regard as a satisfactory outcome of our activities. 

The capital is unchanged on the year. With the 
addition of the sum of £100,000 to Reserve Fund 
provided out of the current profits, this fund is 
increased to £2,000,000. Our inner reserves are 
also strengthened by an = appropriation . of 
£100,000 from Profit and Loss Account. 

Current deposit and other Accounts are 
£6,167,244 lower at £61,859,339. 

Liabilities on Acceptances, Confirmed Credits 
and other engagements on behalf of customers 
at £11,665,032 show a decrease of £1,499,458, 
principally due to a reduced demand for the 
opening of documentary credits. 

On the opposite side of the Balance Sheet 
cash at £6,290,110 is some £931,758 lower. 
Money at call and short notice at £9,350,000 
shows a decrease of £3,000,000 and Bills of 
Exchange, principally ‘Treasury Bills, at 
£14,223,053 show a decline of £5,030,934. 

Investments have increased by £592,782 
to the total of £17,571,981. These are included 
in our figures at or under market value and all 
are of relatively early maturity. 

Loans, Advances and other Accounts, at 
£18,656,005, are higher by £2,169,604. There 
is an overwhelming demand for Credit in West 
Africa. It is often difficult to explain to would- 
be borrowers that Bank Advances are necessarily 
of a short term character. 

Naturally there is some _ disappointment 
amongst those who would have us lend to 
provide them with their basic capital require- 
ments, but we are able to help many traders in 
Africa and enjoy an ever growing number of 
friends who are appreciative of our services 

The further improvement in our profits 


justifies an increase in the distribution to share- 


holders and your Directors have much pleasure 
in recommending a final dividend at the rate of 
seven per cent., which together with the interim 
dividend of five per cent. paid in November last 
makes a total of 12 per cent. for the year. This 
is an increase of two per cent. compared with 


the distribution for the year to March, 1956. 


Developments in West Africa 

In all the West African territories the move- 
ment continues towards self-government. The 
successful conclusion of the arrangements for 
placing Ghana under her own Constitution was 
a great credit to the statesmanship of all those 
involved. 

Negotiations for further constitutional 
advance in Nigeria are proceeding. ‘The pre- 
cedent in Ghana has inevitably brought forward 
the aspirations of Nigerians. 

There has been deep dis ppcintment in West 
Africa occasioned by the fall in the price of cocoa. 
lor several years these territories have profited by 
world prices which have been disproportionately 
high by comparison with other commodities. 

Happily a large part of this excess income 
has been channelled into reserves and the people 
have been saved from the serious slump into 
which they would have been plunged had the 
surplus not been syphoned off into Government 
controlled stabilisation funds, development 
schemes and reserves. 

Current prices leave little surplus for the 
financing of further programmes but the success 
of a sound policy of orderly marketing is very 
apparent in the recently prevailing conditions. 

The several years of intensive work in the 
improvement of communications is showing 
good results. While there is still much to be 
done the new trunk roads are making movement 
very much easier and are clearly contributing 
to the raising of living standards. ‘Telephone 
and telegraph services are extending and are 
more reliable. ‘The cumulative effect of work 
at the ports is very evident. 

Overstocked positions in many lines of 
merchandise prevailed at the close of the 
produce season. ‘This arose not so much on 
account of any local shortage of consumer 
purchasing power, except perhaps in Northern 
Nigeria, but more especially due to growing 
competition amongst shippers in pressing sales 
by means of excessive credit terms. 

This inducement to buyers to order in excess 
of their capacity is dangerous and should the 
movement persist in spite of the current warn- 
ings an unhealthy situation of some seriousness 
could arise. 

There is evidence that import figures are 
containing a higher proportion of goods of a 
capital nature. This is a satisfactory trend for 
in its analysis it indicates growth in the wealth 
of the people. 

The Chairman then reviewed developments 
in Nigeria, Ghana, Sierra Leone and the 
Gambia, and concluded :— 

Our experience in these territories now 
extends over some 63 years. In addition we 


have our offices in Duala, French Cameroons, 
and in ‘Tangier, Morocco. With our specialised 
knowledge and connections I am sure we can 
look to the future with confidence. 











HAMBROS BANK LIMITED 
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HE FORTY-FIFTH ANNUAL 

GENERAL MEETING of Hambros 
~ Bank Limited will be held on Thursday, 
6th June, 1957 at the offices of the Bank, 41, 
Bishopsgate, London, E.C.2. 

The following is the Statement of the 
CHAIRMAN, Mr. R. Olaf Hambro, cir- 
culated with the Report and Accounts for the 
year to March 31, 1957 :— 

When I issued my statement with the Ac- 
counts of the Bank last year, I stated that, 
although we were doing our best to comply with 
the request of the authorities to restrict credit, 
in a business such as ours, where contracts for 
the sale of goods are made some time ahead, it 
was impossible to do so during one year without 
serious inconvenience to our customers. ‘The 
enclosed Accounts reveal that many of our 
customers have now been able to comply with 
our desires; this is shown in the decline of 
£5,080,700 in Acceptances and £212,053 in 
Loans and Advances. 

The drop in Deposits has no special signifi- 
cance; they fluctuate from day to day and the 
end of March is always a period when large 
payments and transfers of sterling are made on 
foreign account. The movement of funds was 
particularly evident this year, chiefly no doubt 
as a result of the unsettled industrial labour 
relations existing at that time. 

Our holding of British Government securities 
has been brought into the Accounts in the same 
way as last year. These securities are all short- 
and medium-dated and are valued at or under 
cost and below their redemption prices. As 
stated last year any difference between the 
market quotation and the valuation is more than 
covered by inner reserves. 

The Profit and Loss Account shows a slight 
contraction, largely due to heavy taxation and 
increasing costs, and does not reflect the gross 
earnings of the Bank which were maintained 
during the year. The Directors have decided to 
recommend an increase in the final dividend to 
15 per cent., making 20 per cent. for the year, 
and to transfer £175,000 against £200,000 last 
year, to the Contingency Reserves. In making 
this transfer the Directors are confident that, 
in view of the amount standing to the credit 
of the Contingency Reserves, any larger trans- 
fer this year would be unnecessary. 


As announced in the Press, we have recently 


acquired the business of Messrs. Mocatta & 
Goldsmid, which has been formed into a 
limited company and is now a wholly owned 
subsidiary of the Bank. We have always had 
an active Foreign Exchange Department and 
the facilities which we obtain through the owner- 
ship of a firm of bullion dealers fit in well with 
this. We hope to enlarge the business of both 
concerns. 

During the year we have increased the 
ordinary capital of another subsidiary, Hambros 
Investment Trust Limited from £1,250,000 to 
£1,750,000. This Trust gives the Bank a good 
return and the increased value of its invest- 
ments over their cost constitutes a very consider- 
able reserve for the shareholders of the Bank. 

We have also acquired new offices in Charter- 
house Street, with new and modern installations 
to accommodate our Holborn Branch, our 
diamond trading clients and our own diamond 
interests. The Building 1s situated opposite the 
new offices of the Diamond Corporation, the 
Chairman of which, Sir Ernest Oppenheimer, 
is also a Director of our Bank. 

In conclusion I extend my thanks, and those 
of my colleagues on the Board, to the Officials 
and Staff of the Bank for their continued 


loyalty and support. 


HAMBROS BANK LIMITED 
Head Office: 41, Bishopsgate, E.C.2. 


STATEMENT OF ACCOUNTS AT 
31st MARCH, 1957 


|LIABILITIES £. 


Current, Deposit and _ other 
Accounts. . rik ae .. 49,974,122 
Acceptances 19,523,266 
Paid-up Capital 3,000,000 
Reserve 3,000,000 

ASSETS £ 

Cash in Hand, at Bankers and at 
‘all e . 21,097,627 
Bills of Exchange .. 8,684,778 
British Government Securities 8,341,024 

Loans, Advances and _ other 
Accounts. . : 14,850,693 
Investments in Subsidiaries 3,000,000 


Liabilities of Customers for 


Acceptances 19,523,266 
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Strong ae Position Maintained 


Lord Latymer’s Ss s Speech 


HE Ninetieth Annual General Niséiine 

: of the Ottoman Bank was held on May 22 

at Winchester House, Old Broad Street, 
London, E.C. 

The Right Hon. Lord Latymer, the Chair- 
man, presided, and in the course of his speech 
Sal 

Turkey 

In Turkey 1956 was a year of further eco- 
nomic expansion. The country continued, by 
hard work, to fulfil the equipment and indus- 

trialization programme adopted a few years ago. 
A number of schemes were completed and are 
already making their contribution to the general 
economy. ‘The national revenue therefore is 
rising. 

It was an important year for public works. 
As regards power, progress has been made with 
the schemes undertaken. Of the five hydro- 
electric power stations under construction, 
those at Seyhan (capacity 54,000 kW) and at 
Sariyar (capacity 80,000 kW) were completed in 
1956 and are now in production. 

Among the large thermal power stations, 
extensions at Catalagzi and ‘Tuncbilek were 
finished in April, 1956. 

In addition, three large barrages with hydro- 
electric power stations are being built. 

In 1958, when all the projected power 
stations are built, the annual output of electric 
power, which amounted to only 737,000,000 
kWh in 1950, will have reached 4,000,000,000 
kWh. The building of electric power trans- 
mission lines progressed and over 1,000 kilo- 
metres of line were brought into service in 1956. 

The barrages already completed and those 
still under construction will greatly improve 
the country’s agriculture. When all these 
undertakings are complete 750,000 acres of 
land will be brought under irrigation, 400,000 
acres protected from flood risk, and some 
225,000 acres of marshland drained. 

There is also a definite increase in industrial 
output as several new establishments have been 
completed and started production both in the 
mining industry and in the textile, cement, and 
sugar refining industries. 

As regards foreign trade, the deficit in the 
trade balance, which reached Ltq.516,000,000 
in 1955, was reduced to Ltg.286,600,000 in 
1956, following the steps taken to cut imports, 
especially of consumer goods. 

The Chairman then reviewed the other 
territories where the Bank has interests, namely, 
the Sudan, Jordan, Iraq, Cyprus, Doha, 
Morocco, Lebanon and Syria, and continued: 

Our Paris and London offices and our 
branch at Marseilles had a busy and satisfactory 
vear. 


Egypt 
The activity of the Bank in Egypt has been 
brought to a close by the Egyptian Government. 
By Military Proclamation of November 1, 
1956, a Sequestrator was appointed to control 


Ivii 


our bismiitioes in Egypt, and from that time our 
senior managers were no longer allowed to 
exercise their normal authority. 

After being closed for two days to allow the 
Sequestrator’s staff to take over, the branches 
reopened for business on November 5, but they 
were branches of the Ottoman Bank in name 
only; your committee had from then on no 
control of, or knowledge of, the business 
transacted. 

The next stage was the passing of a law on 
January 14, 1957, providing for what was called 
the Egyptianization of foreign banks in Egypt. 
This measure was to be applied immediately to 
British and French banks and within five years 
to other foreign banks. 

On April 18 the assets and liabilities of the 
Ottoman Bank and its branches in Egypt and 
their administration were transferred to the 
Bank of the Republic, an institution formed in 
1956 which has Government support. 

One of the Sequestrator’s first acts was to 
suspend from duty all members of the staff of 
British and French nationality as well as certain 
locally recruited staff; these officials and em- 
ployees—many of long service—were dismissed 
by the Sequestrator from the employment of 
the Bank, with effect from November 15. 

The rights of the Bank to compensation for 
the action in Egypt will be fully pursued but, 
as a measure of precaution in the meantime, 
we have put aside full provision for any loss 
which might occur in this regard. 





Balance Sheet Items 

The Bank’s business in Egypt has not been 
included in the accounts. In these circum- 
stances, you will not find it surprising that the 
Balance Sheet totals are £1143 millions lower 
than last year, with decreases of £44 millions 
in ‘‘ Acceptances, Endorsements and Guaran- 
tees’’ and £7 millions in ‘ Current, Deposit, 
and Other Accounts’’. It is interesting to 
note that this latter item stands at over {86 
millions, which is still slightly above the figure 
at the end of 1954. 

The liquid position is very strong, with cash, 
money at call, and bills receivable together 
totalling more than 50 per cent. of the deposits. 
The proportion of investments remains un- 
changed and the ratio of advances to deposits 
is down to 39 per cent.—a reduction of more 
than 6 per cent. compared with last year. 

The total amount of profit available, including 
the balance of £32,636 brought forward, is 
£422,863, compared with £432, 636 last year. 
After appropriating £200,000 to “ Reserve for 
Contingencies,’’ the balance remaining is 
£222,863 

The Committee proposes that a dividend of 
8s. per share be paid again this year, absorbing 
£200,000, and leaving £22,863 to be carried 
forward to 1957. 

The report was adopted. 
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THE PRUDENTIAL ASSURANCE COMPANY 


LIMITED 


(Incorporated in England) 





N the course of his remarks at the Annual! 

General Meeting held on 16th May, 1957, 

at 142, Holborn Bars, London, E.C.1, Sir 
Frank Morgan, M.C., Chairman of the com- 
pany, said: 

Last year the combined premium income 
from our Life Branches exceeded £100,000,000. 
Eleven years earlier it was less than half this 
figure. The premium income of the Industrial 
ee was then £30,000,000 and is now nearly 
£50,000,000, while the growth of the Ordinary 
Branch has been even more spectacular—from 
a premium income of £18,000,000 to over 
£51,000,000. Our overseas branches are entitled 
to a full share of the credit for this achievement, 
their contribution to the Ordinary Branch 
premium income having grown from £3,000, 
in 1945 to nearly £14,000,000. 


In recent years | have commented on the 
large part we play in encouraging and facilitating 
regular saving, to the advantage of millions of 
individual policyholders and their dependants 
and to the corresponding benefit of the country 
at large. ‘Taking the increase in the funds of our 
Life Branches as a broad measure of the net 
saving achieved by means of Prudential life 
policies we find that last year, for the United 
Kingdom alone, this saving exceeded 
£32,000,000. 

With increased distributable surpluses in the 
Life Branches the Directors have again been 
able to improve the proportion of these surpluses 
allocated to the policyholders. In each of the 
Life Branches the policyholders’ allocation, 
which for 1955 was approximately 92.3 per cent. 
of the distributable surplus, is now 92.6 per cent. 


Ordinary Branch 


In the Ordinary Branch the total new sums 
assured under individual and group life assur- 
ance policies issued at home and overseas during 
1956 amounted to £176,000,000. In addition 
to these new assurances the Company transacted 
a substantial amount of group pension and other 
annuity business. 


Finance Act, 1956 


The Finance Act, 1956, made important 
changes in the basis on which the annuity 
business of a Life Office is taxed and also in the 
tax liability of individuals in respect of pur- 
chased annuities. The provisions relating to the 
taxation of annuity business distinguished two 
classes of such business—pension annuity and 
general annuity business—and improved the 
taxation position of pension annuity business. 


In the field of individual policies there has 
been a considerable demand for the new class of 
pension policy now permitted by the Act, not 
least from those who already have Prudential 
policies giving protection to their dependants. 





As the types of life assurance and annuity 
contracts available increase in number and in 
degree of specialization it becomes more than 
ever necessary to rely on the advice of the 
experienced insurance representative. It is 
necessary, for example, to appreciate that the 
Act imposes certain conditions on policies of 
the new class. They cannot be surrendered or 
pledged as security for any loan or bank over- 
draft, and the pensions cannot be commuted. 
These facts make it advisable to weigh carefully, 
in the light of individual circumstances, the 
merits of this new policy against those of the 
traditional endowment assurance policy, under 
which the maturity sum may be used to pur- 
chase an annuity. We have representatives 
throughout the country who are trained to give 
expert advice on this and all other aspects of 
individual provision for retirement. 

The provisions of the Act by which the capital 
content of purchased annuities is no longer 
subject to income tax represented a much- 
needed reform which is of real benefit to 
annuitants. 


State Retirement Pensions 


Over the years there has been an increasing 
awareness of the need for making provision for 
old age, and this has been manifested at dif- 
ferent levels—at a national level, within occupa- 
tions and among individuals. The life offices 
have played a big part both in developing an 
appreciation of the need and in meeting it. 
For individuals great numbers of endowment 
assurances, deferred annuities and immediate 
annuities are issued which in their different 
flexible ways have, as part of their object, pro- 
vision for old age. Further, and more particu- 
larly in the last twenty years, there has been a 
great development in _ employees’ pension 
schemes. In all that has been done it has been 
shown that it is possible to adopt the soundest 
principles of thrift and to provide good pensions 
without throwing the burden on _ future 
generations. 

I would say to anyone who is considering any 
development of the State pension scheme that 
if promises of higher pensions are given there 
should be a full realisation by the country of the 
cost involved and of the inescapable fact that 
this cost must be met by somebody, somehow 
and at some time. It is very tempting to promise 
improvements in the lot of pensioners without 
paying sufficient attention to the other side of 
the picture. 

The proper sequence of events is that the 
saving should take place first and that those 
savings should be invested to fructify in in- 
creased productivity, so that finally pensions 
can be drawn from these additional resources. 
The need for some immediate provision may, 
however, be urgent and up to a point it may 








be necessary for the State temporarily to ignore 
this sequence. But it should not be ignored 
merely because to ignore it—to postpone meet- 
ing the cost—is the easier way, the way giving 
the largest immediate benefits for the smallest 
current outlay and therefore the more popular 
way. The position of this country would in- 
evitably be worsened if unsound extensions of 
the State pension scheme were made and if 
sound habits of thrift were undermined by too 
easy promises that the State would do the 
providing. 
Overseas Life Business 
New sums assured written by our Overseas 


Branches amounted to £68,000,000, which in- 
cluded £6,000,000 under group assurances. 
This was again a record, despite the loss of our 
Indian business. ‘The Overseas Branches which 
are now transacting new business. wrote 


£12,000,000 more than in 1955. 


Industrial Branch 


In the Industrial Branch the new sums 
assured last year were nearly £95,000,000, com- 
pared with £86,000,000 in 1955. The average 
sum assured per policy issued shewed a further 
increase to £69. 

A sum of over £11,000,000 has been allocated 
to policyholders from the surplus of the year. 


General Branch 


The General Branch premium income for 
1956 exceeded £13,300,000, showing an in- 
crease of over £900,000. In addition, premiums 


of nearly £1,900,000 were written by our 
American subsidiary. The expansion has beer. 
mainly in our Home business, but nearly on: 
half of the total premium income still arises fron 
overseas sources. 

Last year I expressed concern at the un- 
favourable motor experience and drew attention 
to the increasing cost of road accidents, both in 
this country and overseas. In the early part of 
this year petrol rationing provided some relief, 
which should assist this year’s account. A 
further increase in premium rates is, however 
clearly justified and such an increase has recent] 
been announced. 


Investments 


The volume of money raised by industry in 
the new issue market during 1956 was com. 
parable with the amount raised in 1955. This 
was an achievement that owed much to the 
support of institutional investors. We partici- 
pated in the majority of the new issues that were 
made, including a number of industrial issues of 
large size. 

There has been much public discussion of the 
problem of providing funds for the large pro- 
gramme of tanker construction which is now 
in progress and solutions are being found in 
varying forms which should enable a substantial 
part of the finance to be provided on terms 
acceptable to life funds. Negotiations have been 
proceeding in recent months with some of the 
leading companies in this field under which we 
expect to provide over £13 millions for this 
purpose during the next few years. 





POWERS-SAMAS ACCOUNTING MACHINES 





Record Production and Deliveries 





HE annual general meeting of Powers- 

Samas Accounting Machines Ltd. was held 

on May 13 in London. In his statement 
the Chairman, Colonel A. T. Maxwell, T.D., 
reported : 

In these days of continual reference in the 
technical journals and even the popular Press 
to matters such as “‘ integrated data-processing,”’ 
‘ automation,’’ “‘ fast access memories,’’ it is 
well to remember that the name of the Company 
contains the prosaic, almost homely, word 
** Accounting.’’ 

It is on this firm foundation that we continue 
to expand and develop the essential business of 
the Company as accountancy involves, sooner 
or later, the four rules of arithmetic and 
printing. 

In 1957 we shall publicly exhibit punched 
card Samastronic Tabulators which will add, 
subtract and print at speeds very considerably 
in excess of any comparable machine on sale in 
any part of the world to-day! 

Our justifiable preoccupation with these basic 
requirements has not, however, precluded in- 
tense activity aimed at the development of 
electronic data-processing equipment. 

The Powers-Samas card is making its entry 
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into another sphere of our daily lives—and this 
time not so much as an instrument of accounting 
but rather as an instrument of automation on 
the actual factory floor. 

Undoubtedly the coming year will bring 
further progress along similarly novel lines, 
because alternative forms of information-carry- 
ing media such as paper and magnetic tapes, to 
which we are paying much attention, are open- 
ing fresh avenues for our developments and, at 
the same time, widening the field for the 
application of punched cards. 

A very big increase in production has been 
achieved during 1956, when the volume was 
approximately 25 per cent. higher than the 
record figures of 1955. I confidently anticipate 
that production in 1957 will again surpass all 
previous records. 

The increasing rate of production output and 
the large volume of orders on hand will intro- 
duce an element of stability during the present 
time when our organisation is adjusting itself to 
the advent of electronic devices and applica- 
tions. With complete confidence in the tech- 
nical excellence of our products and services. I 
am certain that our future holds great promise. 

The report and accounts were adopted. 
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LONDON AND MANCHESTER 


ASSURANCE COMPANY 





The 88th Annual General Meeting 





London and Manchester Assurance Com- 
pany, Limited, was held on May 8 at the 
Chief Office, Finsbury Square, London, E.C.2. 
Lord Grantchester, O.B.E. (the Chairman), 
presided and in the course of his speech said :— 
There is nothing very remarkable on which 
comment is necessary; you will probably agree 
that the accounts record moderate progress. 
The Life Funds stand at over £52 million and 
show an increase in the year of over £2 million. 
There is an increase in the premium income in 
all branches. In the ordinary Branch, where the 
premium income is approaching £3 million a 
vear, the year’s increase is £111,000. In the 
[Industrial Branch, where the premium income 
is now over £34 million a year, the vear’s 
increase is £159,000. The total sum assured in 
the two Life Branches is now over £125 million, 
including bonus additions. In the Fire and 
General Branch, where the premium income 
is over £330,000 a year, the vear’s increase is 
£35,000. 

Our thanks are due to the Directors, Manage- 
ment and Staff of the County Fire Office for 
their ever-ready assistance with our Fire and 
General business. In common with the general 
experience, due to exceptional weather con- 
ditions of frost and storm and to the continued 
bad experience in the Motor Department, the 
results in the Fire and General Department were 
disappointing. 

There is a further improvement in interest 
income, which has been one of the objectives 
of our investment policy over the past few years. 
The total gross interest has increased during the 
vear by over £200,000 and the gross yield on 
the funds is £5 11s. 6d. %. 

The year has not been without anxiety. Costs 
have risen more sharply than premium income. 
Local rates figure prominently among the in- 
creases as well as an increase in the contributions 
to the Staffs’ Pension Fund and _ increased 
remuneration to the Staft, of which we have not 
felt the full impact in the year under review. It 
is a disquieting feature that whereas expense 
ratios were steadily coming down they are 
now moving upward. It is in the long-term 
interests of the Staff to co-operate with the 
Management to correct this trend. 


she: 88th Annuai General Meeting of the 


Investments 

The problems of Investment have not been 
easier. I said last year that the balance sheet 
values of our Stock Exchange securities as at 
the 31st December, 1955, were in total less than 
their market value without recourse to the 
Investments Reserve Fund. This is again the 
position to-day, although at the date of the 
Balance Sheet before you it was necessary to 
take into account the Investments Reserve Fund 
to a limited extent. There has been no marked 
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change during the year in the spread of our 
Investments. The growth in assets is reflected 
in Mortgages, which have increased by approxi- 
mately {£1 million, and in Debentures and 
Ordinary Shares, which have increased by 
approximately £4 million each. 


Bonuses 

I believe, having regard to current premium 
rates and to the rates of bonus which we are 
paying, the contracts which we offer in all 
departments are very good value. The bonus in 
the ordinary Branch this year is £2°%, on the 
Sum Assured and the cost 6f the bonuses 
declared this year in the two Life Branches is in 
excess of £1 million. 


Investment Trust Retirement Annuities 


In addition to the demand for conventional 
contracts, we sensed a potential demand for a 
retirement annuity, where the obligation to pay 
does not arise for a comparatively long period 
of years, under which both premiums and 
benefits are related to the level of equity prices 
instead of being payable in sterling. As a con- 
sequence we launched in January this year a new 
contract under the title ‘“‘ Investment Trust 
Retirement Annuity ’’, which is based on the 
price of Investment-Trust-Units. 

You will be gratified that our pioneering effort 
has met with a most satisfactory response. We 
feel well rewarded for having met a new demand 
attracting new customers to the Company under 
this prospectus. 


Savings 

Once again [ must stress a subject which ts of 
supreme importance and directly linked with 
our business. This is the question of saving. 

I want to give three reasons for saving: 

The first 1s personal; our sympathy is 
stirred when we hear or read of the hardship 
from which some old people still suffer. They 
need sympathy and help—but, while pity is 
aroused, we should also fear lest a worse fate 
befall this generation, as it well may if something 
is not put aside for the future. ‘There is no 
better way than through an insurance policy. 

The second is both personal and comradely. 
Savings invested in a policy help to step up the 
rate of investment in industry and thereby raise 
the level of productivity. ‘The amount of invest- 
ment is limited by the supply of savings, so 
every policy-holder heips to keep the wheels of 
industry going on which he depends for 
employment. 

The third reason is personal and national. 
A high rate of personal saving restrains the 
immediate demand for goods, helps the export 
drive and reduces our balance of payments 
difficulties. It also helps to keep up the value of 
our money. 
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THE EMPLOYERS’ LIABILITY ASSURANCE 





Profit in a Difficult Year 





Lord Knollys’ Review 





of The Employers’ Liability Assurance 
Corporation Limited was held on May 29 
in London. 

The following are extracts from the statement 
by the Chairman, Lord Knollys, which has been 
circulated with the report and accounts for the 
year ended December 31, 1956: 

The premiums of our Group at £34,596,000 
showed an increase of £2,522,000 over those for 
1955, and the combined trading profit, after 
deduction of tax, was £640,508. A final divi- 
dend of 4s. Od. per share is recommended by the 
Directors, making, with the interim dividend of 
ls. 6d. per share, 5s. 6d. per share for the year, 
and we have accordingly provided for the 
amount of £316,250 which represents the total 
net cost, and for the additional Profits tax of 
£144, 882 consequent on this distribution. It is 
our intention, for the convenience of share- 
holders, to reduce the present disparity between 
our interim and final dividend payments. Any 
resultant increase in the next interim dividend 
must not, however, be taken as an indication of 
a higher total distribution for 1957. 

The total of our Share Capital and published 
Reserves, including Carry Forward, now stands 
at £8,787,268, against {8,461,776 at December 
31, 1955. 


‘Te seventy-sixth Annual General Meeting 


Fire 

The 1956 results of Fire Insurances for all 
insurers in the United States were probably the 
worst for at least a quarter of a century. As a 
consequence of the good profits made there in 
the preceding years rates had been reduced, but 
the total amount of loss from Fire damage in the 
year was a record. It was estimated at $989 
million, an increase of no less than $100 million, 
or 11 per cent., over that for 1955. Moreover 
the values at which property of all kinds was 
insured had fallen, through the general inflation 
of the economy, below the true up-to-date 
values, a state of affairs which always tends to 
create a disparity between the level of premiums 
and the cost of settling claims. 

It was not therefore surprising that the loss of 
£304,000 on our Fire account was primarily 
attributable to our United States branch, and to 
our subsidiary, the Halifax of Massachusetts. 
Their combined Fire premium income in- 
creased however by £731,000 in the year, and 
therefore not only is a part of the book loss 
accounted for by additions to reserves, but also 
there is on our ledgers a large amount of addi- 
tional business on which we may expect to earn 
profits in the years to come. In saying this I 
am not forecasting an immediate return to 
conditions in which good profits can be made, 
for it will be a year or two before we can hope 
for proper increases in rates to have been ob- 
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tained and to take effect. But Fire business, as 
I have told you in previous years, should be 
paying business in the long run, and to build up 
a strong Fire account it is necessary to acquire 
it steadily year after year, without seeking to 
adjust policy to temporary ups and downs of 
rates and loss experience. 

In Canada Fire business was again unre- 
munerative. Rates have for a while past been 
too low, and are being kept down by the pressure 
of competition. In addition we suffered from 
the damage done by four separate wind- 
storms. 

In the United Kingdom for the first time for 
many years we made no profit, and what turned 
the scales against us was the cost of claims for 
frost damage in the early months of the year, 
which must have affected the results of most 
other companies. We only just failed to break 
even however, and we may regard the year as an 
unsuccessful but not abnormal one, such as we 
must expect every now and then in a series of 
years of which the average result is well on the 
right side. 

Elsewhere generally we made profits, and in 
all our major branches we increased our 
premium income. Our total world Fire 
premium income reached £4,779,000, an in- 
crease of £781,000 over that for 1955. 


Accident 


Our experience on the whole of this account 
was by no means unsatisfactory, and it exhibits 
the value of possessing a strong and healthy 
Accident account in a year that is generally un- 
favourable for Fire business. In the United 
States, where our Accident business is extensive, 
we had in the two major classes in 1956 a rever- 
sal of the experience of 1955. Motor business 
was profitable and Workmen’s Compensation 
unprofitable in 1955 while in 1956 it was the 
other way round. The remaining Accident 
lines written by our United States branch 
turned out well for us, as usual. 

In Canada our Accident account was again 
profitable, though we were only able to break 
even on our Motor business there, for the rate 
reductions brought in at ist January, 1956, 
proved over-optimistic, especially in view of a 
steady increase in the cost of claims. Other 
classes, with only a few exceptions, showed good 
results, and profits on them were sufficient in all 
to outweigh the loss on Fire business. In our 
other Overseas branches the story was, generally 
speaking, the familiar one of profits earned on 
the whole, but of having to strive, not every- 
where successfully, to extract a slender return 
out of the inadequate margins in Motor 
premiums. 

On our United Kingdom Accident account in 











all we made a fair profit, besides adding satis- 
factorily to our premium income. It was dis- 
appointing only in that our Motor business in 
spite of the rate increases to which I referred 
last year, was again unremunerative. 


Life 

Net new business of our associated Life 
Office, the Clerical, Medical & General Life 
Assurance Society, was £10,126,498 for the 
year. The premium income increased by 
£55,227 to £2,981,760, and the gross rate of 
interest earned on investments rose to the 
record figure of £5 17s. 2d. per cent. 


Investments 
The Corporation’s total investments, in- 


cluding property and associated and subsidiary 
companies, amounted to £41,722,433, which 
represents an increase of £2,314,899 over the 
figure at the end of 1955. As most shareholders 
are aware, the chief feature of the investment 
record of 1956, in nearly all countries where 
Biitish insurance companies operate, was an 
increase in the yield on Government and other 
fixed interest securities, or in other words a fall 
in their market values. This trend has naturally 
affected the Corporation in the United States, in 
Canada and in Great Britain. Our total invest- 
ments, however, were still worth a good deal 
more at market prices at December 31 last than 
the figure that represents their book value in our 
Balance Sheet, for the appreciation in value of our 
holding of ordinary stocks was still considerable. 








TURKIYE 


199 Branches in Turkey. 


IS BANKASI 


9 
HEAD OFFICE: ANKARA 


CAPITAL, RESERVES AND PROVISIONS: T.L. 100.598.823 
DEPOSITS: T.L. 1.113.503.488 


Foreign Branches : Alexandria, Nicosia 
Correspondents throughout the World. 


COMPLETE BANKING SERVICE. 





As it is the leading Commercial, Deposit Bank of Affair of Turkey it is in a position to help 
the prospective foreign investors in Turkey, or, if necessary, to co-operate with them. 

















LONDON CITY OFFICE : 
37 Nicholas Lane, 
Lombard Street, E.C.4 





NATIONAL BANK OF 


SCOTLAND 


LIMITED 
TOTAL ASSETS EXCEED £128,000,000 


HEAD OFFICE : 
42 St. Andrew Square, Edinburgh 


BRANCHES THROUGHOUT SCOTLAND 


WEST END OFFICE : 
18-20 Regent Street, 
Piccadilly Circus, S.W.l 
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FOR COMPREHENSIVE 
BANKING and 
FOREIGN EXCHANGE 


FACILITIES 


HEAD OFFICE: Marunouchi, Tokyo. BRANCHES: 1[55 throughout Japan 
NEW YORK BRANCH: 120 Broadway, New York 5, New York 
LONDON BRANCH: 82, King William Street, London, E.C.4 











JOH. BERENBERG, GOSSLER & CO. 


Founded 1590 





Foreign Trade Bankers 





HAMBURG II Alterwall 32 
021 1736 
Telephone: 32 1266 Teleprinter: + etd Telegraphic Address: Berenberg 

















THE MAURITIUS COMMERCIAL BANK LTD 


HEAD OFFICE: PORT LOUIS } MAURITIUS 


BRANCHES: CUREPIPE ROSEHILL MAHEBOURG 
Established 1838 
Telegraphic Address “‘EGO”’ 


Capital .... Rs. 3,000,000 Reserves... . Rs. 4,476,70I 
London Agents : 
LLOYDS BANK, LIMITED 


Overseas Department: 6 EASTCHEAP, E.C.3 
Also Agents in all parts of the World 


Complete Banking Facilities 
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THE ENGLISH, SCOTTISH & AUSTRALIAN BANK 


LIMITED. 





THROUGH MORE THAN 469 BRANCHES AND AGENCIES 

IN AUSTRALIA THIS BANK OFFERS A COMPLETE BANK- 

ING SERVICE FOR EVERY TYPE OF TRANSACTION 
WITH AUSTRALIA. 


5 Gracechurch Street, London, E.C.3. 
8-12 Brook Street, W.|. 


J. A. CLEZY, General Manager in London. 


Head Office — 
West End Branch — 
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Would you store 
Wine in a leaking 
Barrel? . | 


Obviously not, but similarly do you store your | 
capital where it will leak away due to 

falling markets or reduced dividends? Be wise. 
Invest your capital in the Bingley Building 


P.N.B. 


4 your bank link 
in India 


With 337 offices spread over 





Society where it is entirely safe and | 


free from fluctuation and where you will 
receive back £1 plus interest for every £1 you 
invest. Investments in £1 units up 

to £5,000 accepted at 

34% (Income Tax paid by the Society), 
which equals £6 1 9% gross. Prompt 
withdrawals when required 


BWimgciley 


BUILDING SOCIETY 
Head Office: BINGLEY - YORKSHIRE 
Telephone: 3485/6/7 Established 1851 


Assets exceed £24,000,000 
Reserves approx. £1,200,000 
Member of the Building Societies Association 
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India and agency arrangements 
in world commercial centres, 


The Punjab National Bank Ltd. 


places its experience and 
equipment at your service. 


WORKING FUNDS EXCEED 
Rs. 141 CRORES 


Chairman - - ShriS. P. Jain 


Head Office: Delhi 


The Punjab National Bank Ltd 


Sixty-two Years Strong In Service 


A. M. Walker — General Manager 
é 
















































A COMPREHENSIVE 
BANKING SERVICE COVERING 
OVER 3,000,000 SQUARE MILES 

















In Australia, New Zealand, Fiji, Papua and New Guinea, 
the Bank of New South Wales offers a complete banking service. 
Over 1,000 branches throughout Australasia are 
available to deal with enquiries and the needs of your customers’ 
overseas business. The Bank of New South Wales is the 
most widely represented commercial bank in the South-West Pacific. 


BANK OF NEW SOUTH WALES 


HEAD OFFICE: SYDNEY, AUSTRALIA 


Main London Office: 29, Threadneedle Street, E.C.2 
D. J. M. Frazer—Manager 

















(Incorporated in New South Wales 
with Limited Liability) 






























Authorized Foreign Exchange Bank | 


The SANWA BANK LIMITED 
HEAD OFFICE : OSAKA 
CAPITAL : ¥ 5,000,000,000 


A complete network of 185 


sOeteseessesevesavaeser 


nationwide branches and 





worldwide correspondents 





OVERSEAS OFFICES 


LONDON BRANCH: Garrard House, 31-45 Gresham Street, London, E.C.2. 

SAN FRANCISCO BRANCH: 465 California Street, San Francisco, Calif. 

REPRESENTATIVE OFFICES: New York Office; 26 Broadway, New York, N.Y: 
and Taipei: (Formosa). 
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CREDIT LYONNAIS 


(Limited Liability Compeny incorporated in France) 


LONDON 49 LOMBARD STREET, E.C.3 


OFFICE: 
WEST END BRANCH: 


25/27, CHARLES I! STREET, HAYMARKET, S.W.lI 
Frivate safes for rental at this office 


ek 








=. 


ALL BANKING TRANSACTIONS 





Travellers’ Cheques issued in French Francs payable at all branches of 
the Bank in France and the French Franc Area 


BRANCHES IN EGYPT AND THE SUDAN, NORTH AFRICA, 
FRENCH WEST AFRICA, AND IN SYRIA 


AFFILIATIONS IN BRAZIL, LEBANON, PERU, PORTUGAL, REUNION ISLAND 
AND VENEZUELA 


Central Office: PARIS Head Office: LYONS 
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People 
in all walks of life 


. have need of a banking account. 
enna customers to save by loaning 
them a P.P.J. Book-type Home Safe. These 
smart, good-looking money-boxes have a 
slot for coins and a circular aperture for 
notes. Customers find it easy to put away 
those small amounts, which soon accumulate 
a worthwhile sum, for deposit at intervals. 
Available with your name and house mark 
embossed on the 
cover. P.P.J. Safes 
are an excellent adver- 
tising medium and 
prove a_ constant 
inducement to save. 








DEPOSIT ACCOUNTS 3% 
PAID-UP SHARES 


SUBSCRIPTION SHARES 4% 
All with Income Tax paid by the Society 
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BUILDING SOCIETY 


ONE OF THE BIG SIX 
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Please write for 
samples and prices 














PEARSON - PAGE - JEWSBURY CO., LTD. 


(Dept. 12) Westwood Works, 
Westwood Road, Witton, Birmingham, 6 | 


4 


HEAD OFFICES 
MARKET STREET ae i 
Tel. 29331 
ALBION STREET LEEDS |! Tel. 29731/2/3 
London Office: Astor House 
Aldwych W.C.2 Tel. HOLborn 368! 
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| World-Wide Banking Serwice 
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4, Copthall Court, London, E.C.2, England 


New York Agency 
Head Office : Osaka, Japan 


Karachi Representative Office 














THE BANK OF AYUDHYA, Ltd. 


Head Office: Samyaek, Bangkok, Thailand 
P.O. Box 491 Cable Address: ‘‘ Bankayudya,’’ Bangkok 


Tel: 24675, 24676 and 24677 Sampeng Branch, 


Bangkok, Tel: 20866 


Up-country Branches: UDORN, BANPHAI, NAKORN RAJASIMA, 
CHOLBURI, SUPANBURI and HAADYAI 


Up-country Representatives: PATTANI, JALA and NARATHIVAS 


EVERY DESCRIPTION OF BANKING BUSINESS 


TRANSACTED 


VAULTS FOR DEPOSITING VALUABLES AVAILABLE AT MODERATE 


CHARGE 


CORRESPONDENTS IN ALL LEADING CITIES OF THE WORLD 




















BANK LEUMI LE-ISRAEL B.M. 


This is the oldest and largest bank in 
Israel, where it has recently opened its 70th 
branch. Its extensive and modern organisa- 
tion is at the disposal of British exporters, im- 
porters and banks for their dealings with Israel. 


LONDON OFFICE: 


6 GRACECHURCH STREET, E.C.3 








Documentary 
Letters of Credit. 
Clean and 


Documentary Collections. 
Trustee and Executor 
services in Israel. 
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BANCO DE VENEZUELA 


SOCIEDAD ANONIMA 


La Institucion Bancaria mas antigua del Pais 
CAPITAL: Bs. 70.000.000.00 RESERVAS: Bs. 34.000.000.00 
Direccién Cablegrafica: “‘ BANCOVENEZ ”’ 


Oficinas en CARACAS 

Sucursal Bello Monte Oficina Central Sucursal El Silencio 
Sabana Grande Sociedad a Traposos Boulevard Penichez 
Sucursal Catia Av. Espana 








Agencia Prado de Maria 
Prado de Maria 





Agencia Catia Agencia Quinta Crespo 
Avenida Sucre Quinta Crespo 





SUCURSALES EN EL INTERIOR 


Barcelona — Barquisimeto — Ciudad Bolivar — Maracaibo — Maracay 
— Puerto Cabellec — Puerto La Cruz — San Cristobal — Valencia 


AGENCIAS EN EL INTERIOR 


Acarigua—Altagracia de Orituco—Aragua de Barcelona—Anaco Barinas—Cabimas— 

Calabozo—Caripito—Carupano—Coro—Cumana—E]l Callao—El Tigre—El Tocuyo— 

Encontrados—Guanare—Giiria—La Guaira—La Victoria—Las Piedras—Los Teques— 

Maturin—Mérida—Ocumare del Tuy—Porlamar—Punto Fijo—Rio Chico—San Carlos 

—San Felipe—San Fernando de Apure—San Antonio del Tachira—San Juan de los 
Morros—Trujillo—Tucupita 


Ofrecemos a nuestros clientes el mejor y mas econdémico servicio de Cobranzas 




























Frankfurter Bank 
FRANKFURT/MAIN GERMANY 
Established 1854 





Cables: Frankfurterbank Telex: 041/226, 041/235, 041/1026 


Phone: 20 491 Code: Peterson International Code 3rd Ed. (Petco) 


























CREDITO ITALIANO 
Head Office in Milan 
266 Branches in Italy 


ALL BANKING TRANSACTIONS 


Representative in Great Britain: 
ORESTE PETIT — 158, FENCHURCH STREET, LONDON, E.C.3 
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Full information from your stockbroker, banker, or other professional adviser, your 
Local Savings Committee, Savings Centre, Post Office or Trustee Savings Bank. 
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The best ever... 


time taken for a Darts match of 
three games of 301 is 24 minutes 
by Fim Pike, at Birmingham, 
1952. 
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The new roth Issue Savings Certificates are quite out- 


standing as a profitable investment — never before has 
there been anything like them! 









YOU SCORE ON THE INTEREST RATE. Nearly 41°, Income Tax free! 


YOU SCORE ON FAST GROWTH. {450 invested now becomes £600 
in only 7 years. 


Aim at the full GOO 


NATIONAL SAVINGS CERTIFICATES 


Issued by the National Savings Committee, London, S.W.7 
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BANQUE SUD BELGE 5.A. 


HEAD OFFICE: 
20, BOULEVARD DE L’YSER, CHARLEROI 


BRANCHES: 

CHAUSSEE DE BRUXELLES, 134, JUMET 
PLACE VERTE, !, FLORENNES 
CHAUSSEE DE LODELINSART, 56, GILLY 
AVENUE E. MASCAUX, 28, MARCINELLE 


BELGIUM 


Telegrams : SUBEL for Head Office Codes : Peterson 3rd Edition, Bentley 














BANCA VONWILLER MILANO | 


Established 1819 
Capital Lit. 500.000.000.— 
Reserve Funds Lit. 485.000.000.— 
Authorised Bank for Foreign exchange 
Banking and Exchange business of every description transacted 


Head Office: Swiss Center Agency: 
MILAN, 14 Via Armorari MILAN, Piazza Cavour 






























“Steady-on” 
Banker ! 


Bankers who are instructed to in- 
clude a bequest for seamen’s welfare 
can be forgiven a certain amount of 
confusion. There are so many admir- 
able societies from which to choose. 
Happy the banker who sets course 
for King George’s Fund for Sailors. 
It is ‘‘Steady-on ”’ from there because 
this is the central fund for all 
sea services. More than 120 
welfare and benevolent societies derive their funds wholly or partly from 
K.G.F.S. It is always informed of their needs and makes grants 
accordingly. A bequest in their favour helps all seamen of all classes 
and their dependants everywhere. 


King George’s Fund for Sailors 
1 Chesham Street, London, S.W.1  SLOane 0331 (5 lines) 
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For all banking transactions 


nmFINLAND 


Elelsingin Osakepankki 


-_——— 


lilelsingfors Aktiehank 


Head Office: Helsinki—Helsingfors 
Telegraphic Address: Helsingforsbank 
Telex : Helsinki 1209—Helsbank Hki 88 Branches 











‘“ THE CHILDREN’S POLICY ” THE 
NATIONAL 


MUTUAL 


LIFE 





Safeguard the Future Welfare of 
Your Children 





ASSOCIATION 
AUSTRALASIA 


& CHEAPSIDE, LONDON, E.C.2 LTD 


(Telephone: CITy 7762) 


FOR SPECIAL LEAFLET APPLY TO :— 
Head Office for Great Britain and Ireland 











BANCA TOSCANA 


JOINT STOCK COMPANY HEAD OFFICE: FLORENCE 
Paid up Capital: Lit.500,000,000 Reserve Funds: Lit.929,550,000 


BALANCE SHEET, DECEMBER 31, 1956 
LIABILITIES ASSETS 
Lit. Lit. Lit. 
32,759,964,201 Cash in Hand 
27,775,502,531 Bills and Government 
60,535,466,732 Bonds - 7, 
Circular Cheques 1,688, 283,308 Securities: 
Sundry Creditors... 986,149,511 State or State Guar- 


Lit. 
Savings Accounts 2,842,313,973 


Current Accounts 





29, 850,504,738 


poe emer od zee 1,821,941,268 anteed 9,659,836,087 
Unclaimed Dividends 2,383,455 Real Estate 790,360,362 
Bills for Collection .. 784,588,765 Silane ie 281,014,087 


Acceptances, Endorse- 


ments and Engage- 10,731,210,536 








ments . 652,603,220 Holdings 225,478,561 
Rebate on Bills 933,206,608 Contangoes .. . _ 241,200,000 
Profit Balance b/f_... 3.795.635 Loan Advances a 17,600,364,968 
Net Profit ..._.. 111.771.965 Bank Premises 831,253,349 

——— Furniture and Fittings 1 

— ; 67,520, 190,467 Sundry Debtors ¥ 514,989,064 
Capital *- *-* 500,000,000 Acceptances, Endorse- 
Ordinary Reserve — 70, 841, 101 ments and Engage- 

Special Reserve ‘000 652,603,220 


5,398,174,260 
68,888,092,670 


200, ments ae “el 
Other Reserve Funds 597, 061 102 Bills for Collection .. 


Beth tr ets 1,367,902,203 
68,888,092,670 











Contra Accounts: 
Depositors of 
Securities: 
Pensions Fund 
Third Parties 


Sundry Securities 
Accounts 


515,500,000 
9,288,875,091 


9,804,375,091 





18,420,681 ,639 
Lit. 97,113,149,400 








Contra Accounts: 


Securities on Deposit: 
Pensions Fund 


Third Parties 


Sundry Securities Ac- 
counts ‘ eo 


515,500,000 
9,288,875,091 
9, 804,375,091 





18,420,681 ,639 
Lit 97,113,149,400 
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caleulator | 
PRET BP EE ee Og on 


for full details or demonstration : | ties unigne features : 
%& Capacity 9x8xIl3and!0x9x 17 with or 


T.&. (OFFICE EQUIPMENT) LTD. without back transfer and split register 


%& Key setting with proof dials 




















30 NEW BRIDGE STREET, LONDON, E.C.4._ Tel: City 1107} 4 Single hand operation 
) * SOLE DISTRIBUTORS FOR EVEREST CALCULATORS AND TYPEWRITERS 4 Tens transmission throughout | 
. * SALES AND SERV'CE THROUGHOUT THE COUNTRY ® ae a 


: OR | YOUR LOCAL DEALER) 





FOR ALL YOUR COLLECTIONS IN ECUADOR USE 


BANCO DE DESCUENTO 


Founded in 1920 
GUAYAQUIL, ECUADOR 


PAID-UP CAPITAL : - . S /6.000.000.00 
RESERVE FUNDS - - - -  §$/26.500.000.00 
Our Institution is quite prepared to render most ample banking facilities and services 
JUST THE BANK YOU NEED 


as: Se Ri lO NO BPNA hei ci dace ils 

















: Giivaucial Centre 
of Cormtral janan 


Bank, Ltd. 
Head Office: Nagoya, Japan 


Authorized Foreign Exchange Bank 

181 Offices: 
Nagoya, Tokyo, Yokohama, Osaka, Kobe and other major cities throughout Japan 
NEW YORK REPRESENTATIVE OFFICE: NEW YORK, U.S.A. 
LONDON REPRESENTATIVE OFFICE: LONDON, ENGLAND 
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INTERNATIONAL BANKS 





Please send us your complete particulars for FREE insertion 
in the 1957-58 edition of the BANKING ALMANAC 
to be published in August .. . The STANDARD WORK OF 
REFERENCE ON INDIAN & INTERNATIONAL BANKING. 


An advertisement in the ALMANAC has exceptional publicity value 





Copies of the 1956-57 edition are available at Sh. 18/- per copy 
(post free). 


For advertisement rates and other particulars, contact : 
R. K. Sahgal, Manager, 
INSURANCE AND BANKING PUBLICATIONS 
Post Box 676, 
NEW DELHI-I. (India). 
























BY APPOINTMENT 
TO HER MAJESTY THE QUEEN 
PATENT LOCK AND SAFE MAKERS 


S t rongroo m d oors by va - 


CHUBB § 


At the new and contemporary styled branch of | 
the CANADIAN BANK OF COMMERCE in Berkeley 
Square, London, W.1, CHUBB had the pleasure 
of designing and installing the Strongroom 
Door illustrated here. The finish is in stainless 
and polished steel. 

Chubb supply Banking Houses all over the 
world with Strongrooms and full equipment 
for Treasuries and Safe Deposits. 


ae 


CHUBB & SON’S LOCK AND SAFE CO. LTD. 
IIO CANNON STREET, LONDON, E.C.4 
Telephone: MINcing Lane 9033 5 
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Is A COMPLETE LIBRARY ON 
BANKS, BROKERS, LIFE INSURANCE COMPANTES 


and other financial services. 
Order your DIRECTORY today. You may need it tomorrow. 


Five-Year Contract: $25.00 a copy Single Issue: $37.50 a¥copy 


R. “U tashe & CO. 
ublishers- 


Nashville 3, Tennessee 


























NATIONAL BANK. 
LIMITED 


‘HEAD OFFICES 
13-17, OLD BROAD STREET, 
LONDON, E.C.2 




















PHILIP HILL, HIGGINSON 
& CO. LIMITED 


BANKERS 


34 MOORGATE, LONDON, E.C.2 





PHILIP HILL, HIGGINSON & Co. (AFRICA) LIMITED 
| 80, Commissioner Street 
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